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Introductton 


Changes  are  a  nonnal  occiurence  on  just  about  every  construction  project  These  changes 
occur  due  to  changed  ccHiditions,  inaftegnata  contract  drawings  or  specifications,  and 
additional  work  not  anticipated  in  die  original  contract  Most  often  diese  changes  require 
the  contractor  to  perform  wodt  which  was  not  in  the  original  bid  package.  When  diese 
changes  cause  die  contractor  to  perform  additional  work  not  in  the  contract  the 
contractor  is  due  coiiq)ensation  for  the  added  costs.  The  method  of  ctanpensation  can 
take  various  forms. 

When  changes  are  identified  and  it  is  decided  diat  additional  work  is  required,  die  owner 
requests  a  cost  proposal  firmn  die  contractor.  This  request  is  often  called  a  "request  for 
proposal".  Depending  on  the  owner's  policy,  die  contractor's  proposal  may  take  different 
forms.  ScHiie  owners  require  die  contractor  to  provide  a  detailed  breakdown  of  die  costs 
for  the  proposed  work.  Odiers  merely  request  that  die  contractor  provide  the  lump  sum 
costs  for  any  additional  work.  If  the  original  contract  is  a  unit  price  contract  and  the 
changes  in  unit  quantities  do  not  change  die  cost  of  any  major  itran  of  worit  by  more  dian 
an  established  amount,  generally  25  percent,  the  cost  of  the  wmk  is  based  upon  the  unit 
prices  provided  by  the  contractor’s  bid.  When  changes  in  unit  price  contracts  change  the 
cost  of  a  major  item  by  more  than  25  percent,  the  contractor  or  owner  may  request  a 
renegotiation  of  the  cost  of  die  changes.  During  diis  renegotiation,  the  overhead  and  profit 
associated  widi  die  change,  along  with  the  direct  costs,  are  subject  to  modification.  Even 
when  the  contractor  provides  a  detailed  breakdown  or  a  lump  sum  price,  the  final  cost  of 
the  change  is  open  to  negotiation.  It  is  when  these  negotiations  break  down  and  the 
parties  cannot  reach  a  mutually  agreeable  price,  diat  die  owner  has  die  option  of  directing 
the  contractor  to  perform  the  worit  on  a  cost  plus  basis. 
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The  tom  "cost  plus"  can  be  used  in  a  variety  of  ways,  but  when  q^lied  to  clumged  woik, 
cost  plus  OHitracting  and  fofce  account  work  ate  Ae  same.  The  extracting  process 
described  is  illustrated  in  Figure  (1).  Cost  plus  consists  of  the  contractor  performing  the 
additional  work  widi  reimbursement  being  based  x  documxtatix  of  all  allowable  direct 
xsts  associated  with  die  woric.  The  owner  reviews  the  costs  to  determine  allowability  of 
the  charges  and  the  contractor  is  then  reimbursed  for  the  direct  costs  of  die  change,  plus 
additional  mark-ups  tilled  to  the  direct  costs  to  cover  overtiead  and  profit.  Because  the 
extractor  is  reimbursed  for  all  direct  expenses  and  givx  a  mark-up  for  overhead  and 
profit,  dw  risk  to  the  contractor  to  perform  this  work  is  gteady  reduced.  Cost  plus 
contracting  does  not  provide  die  extractor  any  incentive  to  control  costs,  and  the  owner 
is  obligated  to  pay  for  any  and  all  allowable  expenses.  Cost  plus  contracting  is  not  the 
preferred  method  of  owners  for  acconqilishing  most  extra  woric  because  of  the  presumed 
ecxomic  disadvantages. 

An  aspect  that  makes  cost  plus  change  orders  unattractive  to  extractors  is  the  amoxt  of 
ptqierwxk  required  to  substantiate  the  additixal  costs  of  die  work.  This  includes  payroll 
records,  material  invoices,  equipment  rental  receipts,  and  any  other  documentation  needed 
to  support  costs.  The  supporting  documentation  usually  needs  to  be  submitted  to  the 
owner  by  die  following  working  day,  or  within  a  stringent  time  period.  This  requires  a 
great  deal  of  additional  work  on  the  part  of  the  job  supervisor.  Some  owners  even 
penalize  contractors  if  the  documentation  is  not  submitted  within  the  stipulated  time 
frame.  Since  cost  plus  extracting  poses  disadvantages  to  both  owners  and  contractors,  it 
is  used  infiequendy.  This  pi^  will  examine  how  the  allowable  direct  costs  for  cost  plus 
work  and  the  percentage  mark-ups  x  the  direct  charges  vary  fixi  owner  to  owner. 
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Figure  1 


Research  Mediodology 


This  research  involved  reviewing  general  condidons  of  contracts  and  interviewing  local 
professionals  working  in  die  construction  industry. 

The  general  conditions  of  the  standard  specifications  of  die  fifty  State  Hi^way 
Audxxities  (SHA)  were  reviewed.  Anodier  twenty-four  specifications  frexn  utility 
companies,  universides,  and  die  City  of  Detroit  were  included  in  die  study.  The 
provisions  quoted  in  this  report  were  chosen  to  show  die  differences  in  cost  plus 
contracting  among  a  wide  range  of  contracting  agencies.  The  Stale  Hi^way  Audiority 
documentadon  reviewed  were  selected  frexn  states  widi  larg»  highway  systems.  It  was 
assumed  that  diese  documents  reflected  more  contracting  experience.  The  utility 
con^nnies,  city,  and  university  provisions  reviewed  provided  a  nadonwide  sanqile  of 
smaller  contraedng  agencies  widi  difierent  (xxitracting  reguladons.  The  Federal 
Acquisidon  Reguladons,  the  contraedng  reguladons  for  Federal  agencies,  were  also 
reviewed  to  provide  input  from  an  owner  diat  contracts  on  a  nadonwide  level.  All  the 
documents  reviewed,  with  die  excepdon  of  the  Oklahoma  Department  of  Transportation, 
contained  provisions  related  to  cost  plus  contracting.  The  cost  plus  provisitxis  studied  in 
this  report  typically  tqiplied  a  percentage  madc-up  to  the  direct  costs  of  the  changes  for 
overhead  and  profit.  This  determinadon  of  reimbursement  for  overhead  and  profit  is 
refetied  to  by  die  federal  reguladcxis  as  cost-plus-a-percentage-of-cost  contracting. 
Federal  agencies  ate  not  audiorized  to  enter  into  cost-plus-a-percentage-of-cost  contracts 
or  to  use  this  method  of  compensation  when  determining  die  costs  for  changes.  The 
following  is  a  listing  of  the  agencies,  other  dian  the  SHAs,  whose  specificadons  were 
reviewed  for  this  research: 
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Utility  Owapamg 
Alabama  Powo^ConqiaDy 
AUeghmy  Power  System  (PA) 
ARCO  Products  Coipoiation 
Arkansas  Power  &  Light 
Benton  County  (WA) 

Cincinnati  Gas  &  Electtic  Ccm^Mny 
Consumers  Power  Ctxnpany  (MI) 
Georgia  Power  C(»npany 
Uaho  Power  C(xi4>any 
lowa-niinois  Gas  &  Electric 
Kansas  City  Power  &  Light 

Others: 

City  of  Detroit 
Texas  Tech  University 
University  of  Washington 


Long  Island  Lighting  Conqnny 
Metropolitan  Edison  Corporation 
New  Yorir  State  Electric  &  Gas 
Ohio  Edison 

Public  Services  of  New  Hampshire 
Public  Utilities  Board  (TX) 

Southern  California  Edison  Corporation 
Snohomish  County  (WA) 

Uf^  Peninsula  Powct  Ccnnpany 
Wisconsin  Power  &  Light 


Included  as  part  of  die  report  are  the  results  of  interviews  conducted  with  5  claims 
consultants,  2  lawyers  and  1  certified  public  account  from  die  Seatde  area.  A  list  of  diose 
interviewed  is  included  in  Appendix  A.  Interviewees  were  contacted  prior  to  die 
interviews  and  provided  a  questionnaire  which  was  used  during  die  interview.  A  copy  of 
the  questionnaire  is  included  in  Appendix  B.  Questions  centered  around  problems  that 
arise  fixnn  using  amtractually  established  percentage  madr-ups  to  determine  die 
reimbursement  of  ovediead  and  profit  on  changes.  Also,  persmal  experiences  with 
controversial  direct  costs  were  often  addressed.  The  average  interview  lasted  one  hour 
and  followed  die  format  of  the  questionnaire.  The  problems  or  issues  which  received  die 
most  attention  fiom  die  interviewees  are  included  in  the  report.  Odier  problems  were 
discussed  but  these  teiKled  to  be  either  job  or  owner  specific.  Everyone  interviewed  was 
very  he^iful  and  contributed  greatly  to  this  study. 
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Resetrch  Results 


CcHitract  specificatkms  and  genoral  conditions  finxn  federal,  state  and  private  agencies 
were  reviewed  for  diis  pi^r.  The  majority  of  die  agency  contracts  were  fircxn  SHAs, 
utility  a^ndes,  and  city  public  works  departments. 

The  provisions  being  quoted  are  those  found  to  be  typical  of  the  Departments  of 
Transpcxtation  (DOT)  or  they  are  presented  to  highlight  unique  aspects  diat  are  used  in 
some  provisions.  The  changes  provisions  generally  applied  a  percentage  mark-up  to  the 
associated  direct  labor,  material  and  equipment  costs. 

How  die  (Merent  agencies  a{^ly  the  percentage  mark-up  and  what  they  permit  as 
allowable  costs  provides  die  material  for  diis  report.  For  exan^le,  die  Washington  State 
DOT  provisions  went  fiirdier  dian  die  majority  by  specifically  addressing  costs  for  travel 
andmobilizadon/deniobilization.  MobUizadon/demobilizatioo  and  travel  costs  were 
generally  not  addressed  by  die  owners  when  specifying  allowable  direct  costs.  The  Texas 
State  Department  of  Highways  and  Public  Transportation  change  provisions  were 
included  to  show  a  major  difference  in  the  mediod  used  to  conqiensate  for  overhead  and 
profit  among  SHAs.  The  Texas  provisions  do  not  apply  die  mark-up  to  the  direct  costs  of 
equipment,  a  major  cost  in  the  heavy  construction  industry.  The  provisions  of  other 
owners  had  a  significant  difference  in  either  die  allowable  costs  or  die  marit-up  ^lied  for 
overiiead  and  profit. 
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All  contncts  reviewed  provided  several  medxxls  of  determinmg  the  costs  of  "changes." 
The  Washingttm  Stale  Department  of  Transportation  (WSDOT)  qtecifications  provide  a 
concise  listing  of  the  type  of  changes  discussed  m  this  paper.  According  to  WSDOT 
documents,  die  term  "changes",  includes: 

1.  Deleting  any  part  of  the  woric, 

2.  Increasing  or  decreasing  quantities, 

3.  Altering  specifications,  designs,  or  both, 

4.  Revising  the  way  the  work  is  to  be  done, 

5.  Adding  new  work, 

6.  Altering  State-provided  facilities,  equipment,  materials,  services,  or  sites, 
or 

7.  Ordering  the  Contractor  to  speed  up  or  delay  the  work. 

For  unit  price  contracts,  the  method  most  favcned  by  owners  to  determine  compensation 
for  changes  is  to  use  the  unit  prices  already  included  in  die  contract  as  a  basis  of  payment 
TIm  unit  prices  provided  in  the  contract  include  the  direct  and  indirect  costs  of  die  work 
al<»ig  widi  an  allowance  for  profit  Using  the  unit  prices  reduces  die  negotiation  process 
to  agreeing  on  the  quantities  or  volumes  involved. 

Another  mediod  of  establishing  conqiensation  amounts  for  changes  is  to  negotiate  an 
equitable  adjustment  for  die  costs  of  the  change.  When  changes  are  discovered  or 
additional  work  is  determined  to  be  required,  the  owner  requests  a  proposal  from  the 
contractor  for  the  additional  costs.  At  die  same  time  the  owner  performs  a  cost  estimate 
of  the  inoposed  work.  The  owner  may  accept  die  prices  quoted  by  die  contractor  or  die 
parties  than  negotiate  a  final  price  based  on  the  cost  estimates  developed.  This  allows 
both  parties  to  agree  upon  die  direct  and  indirect  costs,  and  the  profit  associated  widi  the 
change.  When  both  parties  cannot  agree  on  a  cost,  the  owner  has  die  option  of  ordering 
the  woric  performed  on  a  force  account  or  cost  reimbursable  basis.  Force  account,  cost 
plus  or  cost  reimbursable  contracting  is  die  basis  for  diis  research  ptqier.  In  cost  plus 
contracting  die  contractor  is  reimbursed  for  the  allowable  direct  costs  associated  widi  the 
change  along  with  contractually  established  maric-ups  for  overhead  and  profit 

The  following  contract  clauses  ate  taken  from  the  Illinois  Departnoent  of  TransportaticHi, 
Standard  Specifications  for  Road  and  Bridge  Construction.  The  Illinois  DOT 
specifications  were  quoted  to  show  how  cost  plus  or  force  account  woric  can  be  directed 
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by  die  owner  and  to  provide  a  basis  of  ccnqiaiison  widi  otli»  agency  pcovisknis.  The 
contract  proviskHis  which  are  quoted  in  diis  study  all  have  some  diffoences  which  can 
affectdie  way  a  contractor  approaches  die  job.  The  minds  EKXT  provisicns  are 
representative  of  the  general  f(»mat  contained  in  the  contracts  reviewed.  Note  that  the 
acmal  percentages  q>(died  for  overhead  and  ];nofit  vary  fnxn  State  to  State.  Tlie 
provisions  used  by  WSDOT  and  die  Texas  DOT  ate  also  presented  in  order  to  show  how 
die  fence  account  pcovisioiis  may  vary  among  similar  owners.  The  following  provisiems 
ate  used  by  die  Illinois  DOT.  Underlining  is  provided  to  enqihasize  key  points  of  the 
provisions  quoted. 

104.03  Alterations,  Cancellations,  Extensions  and  Deductions.  The 
Department  reserves  die  right  to  alter  die  plans,  extend  or  shorten  the 
improvement,  add  such  woric  as  may  be  necessary,  and  inctease  or  decrease  the 
quantities  of  work  to  be  performed  to  accomplish  such  changes,  including  die 
deduction  or  cancellation  of  any  one  ot  mc«e  of  the  unit  price  items,  or 
cancellation  of  the  contract. 

Should  such  chanyes  in  the  plans  result  in  an  increase  or  decrease  in  the 
Quantities  of  the  woric  to  be  performed,  die  Contractor  shaU  accept  payment  as 

follows: 


(a)  All  increases  in  such  work  of  the  type  that  appears  in  the 
contract  as  pay  items  accompanied  by  unit  prices  shall,  except  as 
provided  under  paragraph  (c)  herein,  be  paid  for  at  die  contract  unit 
prices.  Decreases  in  quantities  included  in  die  contract  shall  be 
deducted  from  the  contract  at  the  unit  hid  prices.  No  allowance 
will  he  made  for  delays  OT  anticipated  profits. 

(b)  Extra  work  which  is  not  iiKluded  in  the  contract  as  pav 
items  at  unit  [xices  and  is  not  included  in  odier  items  of  the  contract 
^all  be  paid  for  as  specified  in  Article  109.04.  {quoted  later  in  this 
section) 

(c)  Extra  woric  for  which  thoe  is  a  pay  item  at  unit  price  in  the 
contract  that  for  any  one  or  more  of  the  following  reasons 
materially  increases  cff  decreases  the  cost  of  the  pay  item  as  bid  and 
which  is  not  included  in  the  prices  bid  for  odier  items  in  the 
contract  shall  be  paid  for  as  provided  in  Article  109.04. 

( 1 )  Work  involving  a  substantial  change  of  location 

(2)  Worit  which  differs  in  design 

(3)  Work  requiring  a  change  in  die  type  of  construction 


(d)  In  cases  where  the  Department  cancels  or  alters  any  pcntion 
of  the  contract,  items  which  are  partially  oxnideted  shall  be  paid 
as  provided  under  Article  109.06. 
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in  writing  bv  the  Enyineer  before  work  is  started.  Such  audiorizations  shall  set  up 
die  items  of  woric  involved  and  the  method  of  payment  for  each  item. 

Claims  for  extra  work  which  have  not  been  authorized  in  writing  by  die 
Engineer  will  be  rejected. 


109.04  Payment  for  Extra  Work. 

Extra  work  which  results  from  any  of  the  changes  as  specified  in  Article 
104.03  shall  not  be  started  until  authoization  from  the  Engineer  is  received,  which 
audiorization  shall  state  the  items  of  woric  tt>  be  performed  without  such  order  will 
not  be  paid  fra. 


jXll»l-lijL<l  ■ill 


On  the  following  force  account  basis: 

(1)  Labor.  For  all  labor  and  foremen  in  direct  charge  of 
specific  operations,  die  Contractor  will  receive  the  actual  nor 
rate  of  wage  paid  for  each  and  every  hour  that  said  labor  and 
foremen  are  actually  engaged  in  such  work. 


The  Contra 
ifr 


,  when  such 

amounts  are  required  fr'  collective  bargaining  agreement  or  other 
employment  ccntract  generally  q^licable  to  the  classes  of  labor 
employed  (m  the  worit. 


An  amount  equal  to 


Bond,  Insurance  and  Tax. 


account  work,  the  < 


the  force 
dcost  to  which 
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10  percent  will  be  added.  The  Contractor  shall  furnish  satisfactory 
evidence  of  the  rate  oc  rales  paid  for  such  IxMid,  insurance  and  tax. 

(3)  Materials.  For  mafftyiak  accepted  bv  the  Fnyineer  and 
used,  the  Contractor  will  receive  the  actual  cost  of  such  materials 
delivered  on  the  work,  including  transportation  charges  paid  by  die 
Contractor  (exclusive  of  machinery  rentals  as  hereinafter  set  fordi), 
to  which  cost  15  percent  will  be  added. 

(4)  Equipment.  For  any  machinery  or  special  equipment  (other 
dian  small  tools)  the  use  of  which  has  been  authorize  bv  die 
Engineer,  the  Contractor  will  be  paid  in  accordance  with  die  latest 
revision  of  "SCHEDULE  OF  AVERAGE  ANNUAL 
EQUIPMENT  OWNERSHIP  EXPENSE"  as  issued  by  the 
Department.  The  equipment  should  by  of  a  type  and  size 
reasonably  required  to  complete  the  extra  work. 

(5)  Miscellaneous.  No  additional  allowance  will  be  made  for 
general  superindendence.  the  use  of  small  mnls.  or  other  costs  for 
which  no  specific  allowance  is  herein  provided. 

(6)  Statements.  No  payment  will  he  made  for  work  performed 
on  a  force  account  basis  until  the  Contractor  has  furnished  the 
Engineer  witfi  itemiztsd  statements  of  the  cost  of  such  fence  account 
woik  detailed  as  follows: 

a.  Name,  classificadon,  date,  daily  hours,  total  hours,  rate  and 
extension  for  each  laborer  and  foremen.  Payrolls  shall  be  submitted 
to  substantiate  actual  wages  paid  if  so  requested  by  die  Engineer. 

b.  Designadtm,  dates,  daily  hours,  total  hours,  rental  rate  and 
extension  for  each  unit  of  machinery  and  equipment 

c.  (Quantities  of  materials,  prices  and  extensions. 

d.  Transportation  of  materials. 

e.  Cost  of  property  damage,  liability  and  workmen's 
compensation  insurance  premiums,  unemployment  insurance 
contributions  and  social  security  tax. 

(7)  When  work  is  performed  by  an  approved  Subcontractm:,  the 
Contractor  shall  receive  as  administration  costs  an  amount  equal  to 
five  (5)  percent  of  the  first  $10,0(X)  and  one  (1)  percent  of  any 
amount  over  $10,(XX)  of  the  total  approved  costs  of  such  work. 
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Statements  shall  be  accoaqtamed  and  si^tported  by  receipted  invoices  for  all 
materials  used  and  transportation  charges.  However,  if  materials  used  on  the  force 
account  work  are  not  specifically  purchased  for  such  work  but  are  taken  from  the 
Contractor's  stock,  then  in  lieu  of  the  invoices,  the  Contractor  shall  furnish  an 
affidavit  certifying  that  such  materials  were  taken  from  his/her  stock,  that  the 
quantity  claimed  wa..  actuflUy  «nd  tiiat  the  price  and  transportation  claimed 
represent  the  actual  cost  to  the  Contractor. 

The  Illinois  DOT  provisions  provide  for  tiiree  methods  for  compensating  the  contractor 
for  changes:  adjusting  the  quantities  on  a  unit  price  basis,  negotiating  an  equitable 
agreement  or  directing  the  woilc  on  a  cost  reimbursable  basis.  It  is  when  the  first  two 
methods  fail  that  the  third  option,  force  account  or  cost  plus  is  exercised.  If  the  parties 
cannot  come  to  an  agreement  on  tiie  cost  as  established  by  the  first  two  means,  and  the 
worir  needs  to  be  performed,  the  owner  has  the  option  to  direct  the  contractor  to  proceed 
with  the  work  on  a  force  account  basis. 

The  Illinois  DOT  specificatims  are  representative  of  the  contract  specifications 
reviewed  in  regards  to  the  items  that  are  allowed  and  the  direct  costs  that  receive  a  mark¬ 
up  for  overhead  and  profit.  The  contracts  reviewed  varied  in  allowable  direct  costs  and 
differed  greatly  in  the  percentages  applied  towards  tiiose  costs  for  overhead  and  profit. 

The  allowable  costs  for  force  account  work  in  the  Illinois  DOT  specifications  are  outlined 
below; 

Labor 

The  contractor  is  reimbursed  for  all  direct  labcs  and  supervision  of  force  account  items  up 
to  the  foronan  level.  All  subsistence  and  travel  allowances,  health  and  welfare  benefits 
and  pension  benefits  ate  also  paid  for  by  the  owner.  Job  superintendent  costs  are  not 
allowable  as  a  direct  cost 

A  mark-up  of  35  percent  is  applied  for  overhead  and  profit. 

Material 

The  owner  will  pay  for  the  actual  cost  of  matoials,  including  transportation  costs.  The 
contractor  needs  to  provide  invoices  to  support  the  material  charges  or  a  signed  statement 
if  material  is  taken  from  contractors  stock. 

A  mark-up  of  15  percent  is  af^lied  for  overhead  and  profit 
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Equiimieiit 

The  contractor  will  be  reimbursed  for  equiimrent  audiorized  by  the  Engineer  at  tbe  rate 
established  by  die  "Schedule  of  Average  Annual  Equ4)ment  Ownership  Expense",  a 
document  provided  by  the  department  The  specifications  do  not  differentiate  between 
rented  or  owned  equiimient. 

No  maric-up  is  ^lied  to  the  cost  of  equipment. 


Subcontractor 

The  contractor  receives  S  percent  nuuk-up  for  the  first  $10,000  of  subcontractor  costs  and 
1  percent  of  any  cost  above  $10,000  for  administrative  cost 

Washington  State  Department  of  Transportation  (WSDOT) 


The  WSDOT  specifications  differ  from  the  lUioois  DOT  in  tiiat  tiiey  provide  much  greater 
guidance  (» the  allowable  costs  and  unlike  the  Illinois  specifications,  include  a  mark-up  on 
tile  direct  equipment  costs.  The  2q)plicable  sections  are  as  follows: 


1>09.6  Force  Account 

If  the  contract  calls  for  work  or  materials  to  be  paid  for  by  force  account 
payment  amounts  will  be  determined  as  shown  below. 

1.  Labor 

The  State  will  reimburse  tiie  Contractor  for  labor  and  for 
supavisirm  bv  foremen  dedicated  solely  to  the  particular  force 
account  item  of  worit  (but  not  fa  supervision  bv  general 
superintendents  or  general  fotanenl.  The  Engineer  will  confute 
the  labor  payment  of  tiie  basis  of  these  four  factors: 

a.  Weighted  Wage  Rate. 

The  Weighted  Wage  Rate  combines:  (1)  the  current 
basic  wage  and  fringe  benefits  tiie  Contractor  is  required 
and  has  agreed  to  pay,  (2)  Federal  Insurance  Compensation 
(FICA),  (3)  Federal  Unemployment  Tax  Act  (FUTA),  and 
(4)  State  Unemployment  Conqiensation  Act  (SUCA). 

A  Weighted  Wage  Rate  shall  be  computed  for  each 
classification  of  labor  used.  This  rate  shall  reflect  the 
Contractor's  actual  cost  It  shall  neitiier  exceed  what  is 
normally  paid  to  comparable  labcn-  nor  faU  below  the 
minimum  required  by  Section  1-07.9.  If  the  Engineer 
authorizes  overtime,  tiie  Weighted  Wage  Rate  shall  be 
determined  on  tiie  same  basis. 

b.  Travel  Allowance  and  Subsistence. 
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2. 


c. 


d. 


This  includes  the  actual  costs  of  allowances  for  travel  or 
subsistence  paid  to  employees  in  die  course  oi  dieir  work  on 
dieitNn.  This  remdiuisemait  will  be  made  only  if  such 
allowances  ate  required  by  a  regkmal  labor  agreement  or  are 
nocmaUy  paid  by  die  Contractor  to  ccnqiarable  labor  for 
performing  other  work. 


The  Contracting  Agency  will  reimburse  Contractor-paid 
premiums  for  Marine  Industrial  Insurance,  for  State  of 
Washington  Industrial  Insurance,  and  Medical  Aid 
Premiums  which  become  an  obligation  of  die  Crmtractor 
and  are  chargeable  to  die  force  account  work.  The 
Contracting  Agency  will  not  pay  the  Contractor  for  Medical 
Aid  premiums  diat  ate  paid  by  ^  onployees. 

Overhead  and  Profit 

The  State  will  pay  the  Contractor  20  percent  of  the  sum 
of  the  costs  listed  in  a,  b,  and  c  above  to  cover  project 
overhead,  general  ccmnanv  overhead,  profit  and  any  other 
costs  incurred. 


Materials 

The  state  will  reimburse  for  Contractor- 

supplied  materials.  This  cost  includes  actual  freight  and  express 
climes  and  taxes  as  described  in  Section  1-07.2  provided  that 
these  costs  have  not  been  paid  in  some  other  manner  under  die 
contract  A  deduction  will  he  maA>  for  anv  offered  or  available 
discounts  or  rebates  if  the  State  has  provided  the  Contractor  with 
die  means  to  comply  with  the  provisions  allowing  the  discount 
The  State  will  then  add  15  percent  of  the  balance  to  cover  project 
overhead,  general  company  overfiead-  pmfit-  and  any  odier  cost  of 
siqiplying  materials. 

To  support  charges  for  materials,  die  Contractor  shall  provide 
die  Engineer  with  vaM  copies  of  vendor  invoices,  including  freight 
and  eiqpress  bills.  If  invoices  are  not  available  for  materials  from  the 
Contractor  stocks,  die  Contractor  shall  certify  actual  costs  by 
affidavit 

If  claims  for  materials  costs  ate  too  high,  inqipropriate,  or 
unsupported  by  satisfactory  evidence,  the  Engineer  may  determine 
the  cost  for  all  or  part  of  the  materials.  When  determii^  in  diis 
rnann^,  the  cost  ^  be  the  lowest  current  wholesale  price  from  a 
source  that  can  supply  die  required  quantity  (including  delivoy 
costs). 

The  State  reserves  die  right  to  provide  materials.  In  this  case, 
the  Contractor  will  receive  no  payment  for  anv  costs,  overhead,  or 
profit. 
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Equipmeiit 

The  i^>pioval  of  the  Engineer  shall  be  required  for  the  selecticxi 
of  nuK^hine-power  tools  or  equipment  prior  to  their  use  cm  force 
account. 

The  payment  for  any  machine-power  tools  or  equipmrat  shall  be 


Agreement  which  is  in  effect  at  the  time  the  force  account  is 
authorized.  The  rates  as  set  forth  in  die  Rental  Rate  Blue  Book  (as 
modified  by  the  currmt  A(jC7WSDOT  Equipment  Rental 
Agreement)  ate  the  maiimnm  rates  allowabte  for  equipment  of 
modem  design  and  in  good  woridng  condition.  These  rates  shall  he 
full  compensation  fcv  all  fuel,  oil,  lubrication,  repairs,  maintenance, 
and  aU  other  costs  incidental  to  fiimiriiing  and  operation  the 
equipment  except  labor  for  operation. 

The  State  will  add  15  percent  to  equipment  costs  to  cover 
project  overhead,  general  company  overhead  and  profit 

Current  cr^es  of  the  Rental  Rate  Blue  bode  and  AGC/WSDOT 
Equipment  Rental  Agreonent  will  be  maintained  at  each  District 
office  of  die  Department  of  Transportadmi  and  at  each  of  die 
offices  of  die  Associated  General  Contractors  of  America  (in 
Seatde,  Spokane,  Tactnna,  and  Wilsonville,  Oregon)  where  they  are 
available  for  inspectiotL 
Force  Account  Mobilization 

Force  account  mobilization  is  defined  as  the  preparatory  woric 
performed  by  die  CrmtractOT  including  transportation  of  tools, 
equipment,  and  perscnal  travel  time  (when  included  in  a  bargaining 
agreement).  The  State  may  pay  fd  mobilization  of  equipmmt  and 
labor  if  die  force  account  item  is  not  an  iton  included  in  the  oiginal 
contract  proposal  or  such  other  contract  items  as  may  be  included 
in  die  special  provisions  as  being  eligible  for  reimbursemait  for 
mobili^on.  Off-site  work  in  preparation  for  the  travel  to  the 
proiecL  costing  5300  or  less  will  not  be  paid.  The  State  will  not 
pay  for  mobiliTation  for  off-site  preparatory  work  for  force  account 
items  under  any  circumstances  unless  the  Contractor  specifically 
makes  a  request  in  writing  in  advance  of  any  such  mobilization 
worir.  The  written  request  shall  include  an  estimate  for 
mobilizatim  cost  involving  off-site  prqiaratray  woric  and  basis  for 
reimbursement  The  approval  of  the  Engineer  will  be  required  prior 
to  commencing  the  moUlizadon  f(»  all  force  account  To  the 
agreed  final  amount  of  mobilization  for  force  account  shall  be 
added  an  amount  equal  to  15  percent  of  that  sum  for  all  odier  costs. 
including  [xoiect  overhead,  general  ewnpanv  overfaead.  and  profit 


14 


5. 


Subomitractiws 

Tbe  subcontractors  will  be  allowed  a  S  percent  markiq>  of  die 
total  costconq[)uted  from  1, 2, 3,  and  4  for  insurance,  B&O  tax, 
and  bonding. 

Ctmtractor  Markup  on  Subcontractors 

When  work  is  p^cnmed  on  a  force  accounf  by  approved 
subcontractors,  dw  Contractor  will  be  allowed  an  additional 
markup  equal  to  S  percent  of  die  total  cost  oxnimtBd  for  1, 2, 3, 4 
and  S  for  all  admini^radve  costs. 


7.  Insurance,  B&O  Tax,  and  Braiding 

The  Contractor  will  be  allowed  an  additkxial  marinip  equal  to  2 
percent  of  the  total  cost  computed  for  1, 2, 3, 4, 5,  and  6  fra 
insurance,  B&O  tax,  and  bonding. 

Tbe  payments  provided  above  shall  be  full  payment  fra  all  work  done  on  a 
force  account  basis.  The  payment  shall  cover  all  expenses  of  every  nature,  kind, 
and  descrqition,  including  overhead  expenses,  profit,  occiqiational  tax  and  any 
odier  Fed^  or  State  revenue  acts,  pmniums  on  public  liability  and  property 
damage  insurance  policies,  and  fra  ^  use  of  anall  tools  and  equipment  for  which 
no  rental  is  allowed. 

No  claim  fra  force  account  shall  be  allowed  excqrt  uprai  written  order  by 
die  Engineer  prior  to  die  performance  of  the  worir.  No  work  shall  be  craistnied  as 
frace  account  work  which  can  be  measured  under  die  qiecificatioos  and  paid  for  at 
the  unit  prices  named  in  the  contract 

The  amount  and  costs  of  any  wrak  to  be  paid  by  force  account  shall  be 
computed  by  the  Engineer,  and  the  amount  certified  by  die  Engineer  shall  be  final 
as  provided  in  Section  1-05.1. 

Ihe  Contractor's  wage,  payroll,  and  cost  records  pertaining  to  work  paid 
fra  on  a  force  account  basis  shall  c^ien  to  inqiectirai  or  audit  as  provided  in 
Section  1-09.12.  (for  a  period  of  not  less  than  ^ree  years  (tfter  die  acceptance 


date) 


Tte  Washington  Department  of  Transportation  provides  compensation  to  the  craitractra 
fra  labor,  materials,  equipment  and  mobilizatiraL  The  provision  states  qiecifically  how 
:be  contractor  is  reimbursed. 


Ldbor 

Tbe  contractor  is  reimbursed  fra  all  direct  labor  and  supervision  of  force  account  items  up 
to  die  foreman  level.  The  contractors  job  superintendent  cost  are  not  allowable  as  a  direct 
cost.  WSDOT  uses  a  weighted  wage  rate  that  includes  the  basic  wage  and  any  fringe 
benefits  die  contractor  is  obligated  to  pay.  WSDOT  treats  overtime  costs  the  same  as 
they  treat  normal  woridng  hour  costs.  Travel  allowance,  subsistence,  industrial  insurance, 
and  50  percent  of  medical  aid  premiums  are  recoverable  from  die  owner. 
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A  mark-up  of  20  pexcent  is  applied  to  die  labOT  co^  to  cover  "project  overhead,  genraai 
company  overhead,  profit,  and  any  odier  costs  incurred." 

Materials 

The  contractor  is  reimtHnsed  for  the  actual  invoiced  costs  of  all  materials  used  c»  die 
force  account  item  of  w<nk.  To  obtain  cooqiensatitxi  the  extractor  has  to  supply  copies 
of  aU  vendor  invoices,  including  fiei^t  and  express  bills.  Fbr  materials  taken  from  the 
ccmtractors  stock,  a  signed  affidavit  needs  to  be  provided  showing  die  contractors  costs. 
The  WSDOT  provisitms  grant  die  state  the  right  to  tain  any  deduedems  that  the 
contractor  has  available  or  is  offered,  if  die  state  did  not  interfere  with  die  contractors 
ability  to  meet  the  rebate  requirements.  The  state  retains  die  right  to  determine  the  fair 
market  price  for  any  and  all  material  used  on  the  force  account  wesk.  If  the  costs  are 
determined  to  be  excessive  by  die  Engineer,  die  owner  has  die  audimity  to  establish  die 
price  die  state  will  pay  fot  die  material. 

A  maiic-up  of  IS  percent  is  applied  to  the  material  costs  to  cova  "project  overiiead, 
general  company  overhead,  profit,  and  any  ocher  cost  of  supplying  materials.” 

Equipmoit 

The  contractor  is  reimbursed  for  the  cost  of  equifniient  based  uprm  die  Associated  General 
Contractors/Washington  State  Department  of  Transportatimi  (AGCVWSDOT)  Equipment 
Rental  Agreements.  The  agreements  ate  a  modificadon  of  the  current  Roital  Rates  Blue 
Book.  The  Engineer  must  approve  die  use  of  any  equipment  to  be  used  on  the  force 
account  work. 

A  marit-tq>  of  15  percent  is  applied  to  the  equipment  costs  to  cover  "project  overiiead, 
gm^  company  overhead,  and  profit." 

Mobilization 

The  contractor  is  teimb^^srd  for  mobilizadon  costs  diat  were  not  a  part  of  the  original 
contract.  If  the  contractor  has  any  off-site  preparatory  costs  for  the  force  account  work,  a 
written  request  must  be  provided  to  owner  priev  to  incurring  any  such  costs.  The 
owner  does  not  pay  for  off-site  preparatory  worit  that  costs  the  contractor  less  than  $300. 
A  mark-up  of  15  percent  is  applied  to  the  mobilizadon  costs  to  cover  "project  overhead, 
general  company  overiiead,  and  profit." 
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SaboMitniclors 

Subcontractors  are  allowed  a  5  percent  mark-up  to  covct  "insurance,  B&O  tax,  and 
bonding." 

Additional  Mark-ups 

The  omtractor  is  allowed  a  5  pocent  mark-up  on  die  subcrnitractor's  costs  for 
administrative  costs  and  anodier  5  percent  f(»  die  contractors  insurance,  B&O  taxes,  and 
bonding  costs. 

Additional  Requironents 

The  COTtractor's  records  concerning  the  force  account  work  are  to  be  retained  for  a  period 
of  not  less  than  three  years.  This  is  to  allow  die  state  access  in  case  an  audit  becomes 
necessary.  All  records  of  subcontracts  costs,  ai^licable  to  the  woric,  are  also  subject  to 
diis  requirement 

WashingtcHi  State  Department  of  Transportation  is  generous  in  die  fact  that  mark-iqis  are 
t^ifriied  to  labs,  material,  eqnqment  subcontract  and  mobilizatisi  costs.  The  miyority  of 
spedflcadons  reviewed  provide  maric-iqis  on  one  s  more  of  these  items,  but  rarely  are  all 
fsir  used.  Several  specificadsis  allow  avenues  fs  material  cost  savings  to  be  passed  on 
to  the  owner  diat  are  available  to  the  contracts.  This  could  adversely  effect  the 
contracts  if  the  discounts  are  not  taken.  The  amount  of  paper  work  and  die  additisial 
administtadve  costs  can  become  substantial  with  force  account  w(^  Nssilyare 
additisial  ct^es  of  invoices  required,  but  die  csitracts  needs  to  retain  die  associated 
cost  records  fs  a  minimimn  of  dnee  years.  This  also  tqiidies  to  each  subcontractor's  cost 
records. 

Texas  State  Department  of  Hi^ways  and  PoUic  Transportatkm 

The  Texas  State  Department  of  Highways  and  Public  Transportatisi,  (TSDHPT) 

Standard  Specifications  fs  Construction  of  Highways,  Streets,  and  Bridges  is  similar  to 
the  Illinois  DOT  documents  but  does  ns  provide  as  much  guidance.  This  specification  is 
included  to  show  die  differences  among  die  SHAs.  The  State  of  Texas  does  not  allow  a 
mark-iqi  si  the  csitractors  equipment  costs  and  the  percentages  applied  differ  from  die 
two  previous  specifications.  Contractors  in  road  s  bridge  cs^tmction  generally  treat  die 
cost  of  equipment  as  a  direct  cost  By  not  allowing  a  mark-up  on  this  cost  can  represent  a 
substantial  loss  to  die  contracts.  Labs  travel  aUowance  and  subsistence  and  mobilizatisi 


costs  are  not  addressed  by  the  q)ecificatkns,  neitber  are  maik-ups  cm  sobccmtracted  wcxk. 
The  foUowing  is  die  applkaUe  sectkm  of  the  Texas  DqNfftment  of  H^ways  and  PttUic 
Tcan^ioctatkm  qwcificadons: 


9 A  Force  AooouBt  When  extra  work  is  ordered  to  be  perfc»med  cm 

the  "Force  Account"  basis,  payment  for  same  will  be  made  as  follows: 


For  all  labor  and  foremen  die  Contractor  will  receive  die  rate  of  wage,  to 
be  agreed  upon  in  writing  before  the  beyifininy  of  such  work,  for  each  hour  that 
said  labor  and  foremen  are  actually  engaged  in  such  woik,  to  which  shall  be  added 
an  amount  equal  to  25  percent  of  die  sum  diereof  as  compensaticm.  Nochaige 
will  be  made  by  die  Ccmtractor  for  organization  ct  overhead  expenses,  except  for 
actual  cost  of  premiums  oa  public  liability  and  workers  compmsaticm  insurance. 
Social  Security,  unemployment  insurance  taxes,  and  Contractor’s  bonds.  No 
charge  for  superintendence  will  he  marte  imkss  considered  necessarv  and  ordered 


The  ContcactCK'  will  receive  the  actual  cost,  includii^  freight  charges,  of 
the  materials  used  cm  such  work  to  which  cost  vrill  be  added  a  sum  equal  to  25 
percent  thereof  as  compensation,  in  r.a«e  tpyreriai  invpjggt  indicate  a  discount  may 
be  taken,  the  actual  cost  will  be  the  invoice  price  minus  the  discount 

F(v  machinery,  trucks,  power  tools,  or  other  similar  equipment  which  may 
be  considered  necessary  oc  de^rable  to  use,  the  Engineer  will  allow  die  Contractor 
a  reasonable  rental  price,  as  agreed  upcm  in  writing  befne  such  woric  is  begun,  for 
each  hour  diat  said  tools  or  equipment  are  in  use  on  die  work,  which  price  will 
include  die  cost  of  fuel,  liforicants,  and  repairs  vridiout  anv  aHHitinnai 
compensation  percentage  being  added. 

The  compensaticm.  as  herein  provided  for,  shall  be  received  by  the 
Ccmtractor  as  payment  in  full  for  extra  work  ckme  on  the  Torce  Account"  basis 
and  will  include  use  of  .small  tools,  overhead  expense,  and  Profit  The  Coptractor^s 
representative  and  the  Inspector  shall  cnmpare  records  of  extra  work  done  on  the 
"Force  Account"  basis  at  die  end  of  each  dav.  Copies  of  diese  records  will  be 
made  iqxm  suitable  forms  provided  for  this  purpose  by  die  Department  and  signed 
by  bodi  die  Depamnent’s  die  Contractn's  representatives,  one  copy  beipg 
forwarded  to  the  Engineer  and  one  to  the  Contractor.  AllclamK  for  "Extra  Woric" 
performed  on  die  Torce  Account"  basis  shall  be  submitted  to  die  Engineer  by  the 
Contractor  upcm  certified  statements  to  which  shall  be  attached  certified  copies  of 
invoices  covering  the  cost  of,  and  die  freight  charges  on,  all  materials  used  in  such 
work,  and  such  statements  shall  be  filed  not  later  than  die  tenth  dav  of  the  month 
following  that  in  which  the  work  was  actnallv  perfotmeH 
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Labor 

Ibe  Texas  State  Departmoit  of  Highways  and  Public  Transpoftatkn  compensates  tihe 
contractor  for  direct  labor  costs  up  to  and  inchaiing  the  fomnan  level.  The  owner  will  not 
compensate  die  omtractor  for  superintendent  costs  unless  those  costs  were  ordered  by  die 
Engineer. 

A  mark-up  of  25  percent  is  qiplied  to  die  labor  costs  as  "compensatkxi."  Cooqiensatioo 
includes  "cost  for  die  use  of  small  ttxds,  ovahead  expense,  and  profit." 


Material 

The  omtracttv  is  reiihbursed  for  die  actual  cost  of  matnials  used  on  the  force  account 
work,  dus  cost  includes  freight  charges.  The  owner  will  deduct  die  cost  of  any  savings 
offered  by  a  vendor  to  die  extractor. 

A  mark-up  of  25  percent  is  i^lied  to  the  cost  ai  materials  for  die  work. 

Equipmoit 

The  qiecificatkms  treat  owned  and  rented  equipment  equally,  applying  a  rental  rate  cost 
toward  die  i^iproved  item.  Equipment  requimnents  and  rates  are  to  be  agreed  iqxm 
before  the  woric  begins. 

No  marit-up  is  iqpplied  to  die  cost  of  equipment. 


Additioiial  Requirements 

The  Texas  qiecifications  require  that  the  owner  and  contractor  conqiare  records  for  the 
work  performed  at  the  end  of  each  day.  Depending  rm  die  ^  of  die  job  this  conqiarison 
can  becrxne  quite  lengthy,  requiting  additional  worit  on  the  part  of  the  job  siqierintendent 
The  request  fev  reimbursement  from  the  contractor  is  to  be  received  by  die  owner  by  die 
tenth  day  of  the  mondi  following  the  mondi  in  which  die  worir  is  performed. 

The  maik-tqis  fw  the  Texas  qiecificadons  are  greater  than  those  of  die  WSDOT 
ccmttacts,  but  do  not  apply  to  equipment  costs.  On  an  engineoing  project  where 
equipment  would  be  a  large  part  of  the  direct  cost  of  the  woric,  diis  could  result  in  a 
substantial  loss  of  money.  Texas  also  af^lies  a  rental  rate  towards  die  cost  of  equipment, 
regardless  of  the  ownership  status.  The  Texas  qwcificatioos  provide  dates  for  submitting 
dcxnimentation  and  require  that  the  contractor  and  Engineer  meet  daily  to  verify  costs. 

The  different  percentages  used  as  acceptable  mark-up  amounts  for  die  various  SHA's  are 
summarized  in  Appendix  C. 
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The  mnnicqMdity  and  utility  provisions  were  included  to  provide  a  per^)ective  from 
owners  with  difSnent  types  of  constructm  prefects  and  diffoing  regulattxy  constraints  on 
extracting.  Generally,  diese  contract  provisixs  provided  a  marir-up  for  die  direct  labor, 
material  and  equipmxt  costs,  sknilar  to  that  of  die  state  DOTs.  The  provisions  are  not 
presented  in  any  particular  ordo-,  they  are  included  to  hi^ght  the  extract  clauses  diat 
were  found  in  the  municipality  and  utility  contracts  reviewed.  They  are  {novided  to 
present  die  variety  of  clauses  included  in  die  cost  plus  provisions  of  various  smaller 
owners.  For  exanqile,  the  City  of  Detroit  sets  a  maximum  limit  x  the  cost  of  tht 
additional  work  based  upon  the  City's  estimate,  Sntdixiidi  County  allows  supervisix 
costs  as  a  direct  cost  and  Kansas  City  Power  &  Light  Cxipany  provides  a  5  percent 
penalty  for  cost  documentatix  not  submitted  x  time.  As  widi  the  state  agencies,  die 
allowable  direct  costs  and  percentages  used  to  cxupensate  for  overhead  and  profit  were 
generally  different  for  each  speciiicatix  reviewed. 


GecMgpa  Power  Cxipany 


The  Georgia  Power  Cxipany  provisions  do  not  refer  to  force  accoxt  work  or  cost  plus, 
but  allow  cost  adjustments  x  a  cost  reimlHirsable  basis.  No  allowance  is  provided  for 
overtiead  and  profit  The  Georgia  Power  Company  will  issue  an  "Extra  W(^  Order"  to 
die  extractor  for  costs  associated  widi  additixal  woric.  ff  the  parties  cannot  agree  upx 
the  cost  the  Engineer  will  issue  an  extra  work  order  based  x  die  foUowing  provisions: 

9.4  J  Adjustment  of  Contract  Price 

(a)  The  extractor  shall,  before  commencing  Worir  pursuant  to  an  Addendum, 
submit  to  die  Purchaser  a  proposal  for  adjusting  the  extract  Sum  to  accxiplish 
die  rhanges  a.s  deacrihed  by  such  Addendum  The  proposal  shall  include  the 
extractor's  estimate  of  time  to  be  deleted  fixi  or  added  to  the  Progress 
Schedule,  in  any,  and  shall  be  broken  down  by  trade  and  by  labor  and  material.  If 
the  Contractor's  proposal  is  accepted  by  the  Purchaser,  Purchaser  shall  issue  an 
Extra  Work  Orda  describing  such  Chxges  and  auditnizing  die  extractor  to 
proceed  dierewitb,  and  the  Contract  Sum,  extract  time  and  Progress  Schedule 
shall  be  adjusted  accordingly. 

(b)  If  die  extractor's  proposal  is  xt  acceptable  to  the  Purchaser,  the 
rontractoT  shall,  jf  so  directed  bv  an  Extra  Work  Order,  proceed  with  the  Changes 

•  as  described  by  die  Extra  Work  Order,  and  Contract  shall  be  adjusted  as  follows: 
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(i)  for  Changes  resulting  in  a  cost  <x  credit  to  the  Purchaser,  the 
Contract  Sum  shall  be  increased  or  reduced,  as  die  case  may  be,  based  oa 

%  either  (A)  unit  prices  stated  in  the  Ccrntract  Documents  or  subsequently 

agreed  upcm;  or  (B)  die  net  savings  or  net  additicms  in  cost  detemiined 
pursuant  to  Paragraph  9.4.3(c)  below;  and 

(ii)  for  C!hanges  which  affect  die  time  ci  perfcxmance  by  die  Ccmtractor 

^  the  Work,  such  reasonable  additioDal  time  or  lesser  time  as  may  be 

required  diall  be  determined  by  die  Purchaser  after  coosultadcni  widi  the 
Contractor. 


(c)  hi  determining  the  net  savirigs  in  cost  or  the  net  additxms  in  cost  allocable 
to  Changes  authorized  by  an  Addendum  and  corresponding  Extra  W^k  Order, 
only  die  actual  savings  in  cost  or  additions  in  cost  to  die  Contractor  of  die 
following  items  and  no  others  shall  hy.  cnnsidereH- 


(i)  payroll  wages  paid  for  labor  employed  at  the  job  site,  including 
costs  of  contributions,  assessments  or  taxes  based  on  such  wages; 

(ii)  actual  costs  of  materials,  equipmoit  and  sillies  which  become  an 
integral  part  of  die  Work  and  costs  of  materials  and  siqiplies  which  do  not 
become  apart  of  die  Woric  but  which  are  amsumed  in  acom^lishing  die 
Wodt,  including  rqiplicable  sales  taxes  ^  costs  of  transportatkm  but 
excluding  costs  of  small  tools  (tools  valued  at  less  than  $200.(X)); 


(iii)  die  actual  rental  costs  of  equiianent  used  on  the  job  at  prevailing 
rental  rates; 

(iv)  the  cost  of  premiums  for  bonds  and  insurance  which  Contractor  is 
required  by  die  Contract  Documents  to  purchase  and  maintain; 


(v)  payments  made  by  the  Contractor  to  subcontractors; 

(vi)  sales,  use  or  similar  taxes  related  to  die  Woik  and  for  which  the 
Contractor  is  liable; 


(vii)  cost  of  removal  of  aU  debris;  and 


(vih)  other  costs  incurred  in  the  performance  of  tte  Work  if  and  to  the 
extent  tqiproved  in  advance  in  writing  by  the  Purchaser. 


(d)  In  die  determination  of  costs  enumerated  in  Paragr^h  9.4.3(c)  above,  anv 
addiriCTial  costs  incurred  bv  the  Contractor  shall  be  supported  and  evidenced  bv 
appropriate  invoices,  vouchers,  certified  statements  or  other  documents 
satisfactory  to  the  Purchaser.  Any  savings  in  costs  for  these  enumerated  items 
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shall  be  detennined  by  die  Piucbaser  which  *hall,  in  mairing  its  detenninatioii,  give 
ccMisidexation  to  the  iea8(»id>le  estimates  of  such  savings  made  by  die  Ccmtractor. 

(e)  Whenever  it  is  detomined  that  any  Changes  will  require  an  increase  in  die 
Ccmtract  Time,  the  Purchaser  may,  at  its  sole  discretion  and  to  the  extent  possible, 
elect  to  offset  aU  or  parts  of  such  incter  ~e  widi  odier  Changes  duu  will  maintain 
die  Ctmtract  Time.  Whenever  it  is  determined  that  any  Changes  will  require  an 
increase  in  die  Ccmtract  Sum,  the  Purchaser  may,  at  its  disctetkm,  elect  to  offset  all 
or  part  of  such  increase  with  odier  Changes  that  result  in  a  decreases  in  the 
contract  Sum. 

(f)  Contractorhereby  agrees  duu  he  will  not  make  or  seek  to  make  any  claim 
for  additional  conqiensaticm  against  the  Purchaser  for  any  wcnk  performed  by  the 
Contractor  or  subc^tracmrs  which  was  not  directed  and  authorized  in  advance  of 
commoicement  of  perfcmnaiice  of  sudi  work  by  a  fcmnal  Addendum  and 
corresponding  Extra  Work  Order. 
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LabOT 

Hie  Georgia  Power  Company  leindiurses  die  contractor  for  all  labOT  onployed  at  die 
site.  Payroll  contributions  and  any  assessments  or  taxes  are  also  reimbursable. 

No  mark-ups  ate  a|^ed  for  overhead  and  profit 

Material 

The  actual  cost  of  materials,  equipment  and  siq)plies,  including  sales  tax  and  the  cost  of 
transportation,  ate  reimbursable.  Small  tools  valued  at  less  than  $200  ate  not  covered. 

No  mark-ups  ate  applied  for  overhead  and  profit. 

Equipment 

The  contractor  can  recover  the  actual  rental  costs  of  equi^snent  used  on  the  job  at 
prevailing  rental  rates.  Ownership  costs  are  not  specifically  addressed. 

No  mark-ups  are  applied  for  overhead  and  profit. 

Subcontractors 

The  extractor  will  be  reimbursed  fev  any  payments  made  to  a  subcontractor. 

No  maik-ups  are  tqpplied  for  overhead  and  profit. 

The  Georgia  Power  C(»npany  reimburses  the  contractor  for  the  direct  costs  associated 
widi  the  additional  work  only,  it  does  not  address  tiie  issue  of  overhead  and  profit  for  tiie 
work.  This  is  much  different  fttxn  the  three  jxevious  examples  which  provide  stipulated 
percentages  for  overhead  and  profit  In  this  case,  the  owner  specifies  what  charges  are 
reimbursable  and  then  includes  para.  9.4.3.c.(viii),  which  states  the  contractor  can  recover 
"other  costs  incurred  in  the  performance  of  the  Work  if...  approved  in  advance  in  writing 
by  the  Purchaser."  By  not  addressing  the  ovohead  costs  directly,  this  contract  provision 
introduces  ambiguity  into  the  contracting  relationship  between  the  owner  aiKl  the 
contractor. 

SntAmnisb  County,  PuUic  Utility  District  No.  1 

The  Snohomish  County  Public  Utility  District  No.  1  also  provides  for  cost  plus 
contracting  when  botii  parties  cannot  agree  upon  a  cost  of  performing  additional  work. 
The  major  differeiKX  here  is  tiiat  the  cost  of  supervision  is  included  as  a  direct  cost,  not 
considered  an  overhead  cost.  The  specific  clauses  addressing  cost  plus  reimbursement  are 
very  brief,  and  present  limited  guidance. 


13.0  Cluu^  in  the  Work 


The  DISTRICT ,  without  invaUdating  the  Contract,  may  order  extra  wcnk 
or  make  changes  by  altering,  adding  to,  or  deducting  die  work,  the 
Contract  sum  being  adjusted  accordingly.  All  such  work  shall  be  executed 
under  the  conditions  of  die  original  Contract,  except  that  any  claim  for 
extension  of  time  caused  diereby  shall  be  adjusted  ^>propriately. 

Except  in  an  emergem^y  endangering  life  or  property,  no  extra  work  or 
change  shall  he  madt»  unless  pursuant  to  a  written  order  by  die  DISTRICT, 
and  no  claim  fca*  an  addition  to  die  Contract  sum  shall  be  valid  unless  so 
ordered. 

The  value  of  any  such  extra  work  or  change  shall  be  determined  in  one  or 
more  of  die  following  ways; 

a.  By  estimate  and  agreement  on  a  lun^  suol 

b.  By  unit  prices  named  in  the  Contract  or  subsequendy  agreed  upon. 

c.  If,  for  any  reason,  method  a.  or  b.  cannot  be  agreed  unon.  such 
worir  will  be  paid  for  at  the  actual  direct  cost  of  labor,  payroll,  taxes, 
material,  equipment  rental  and  field  supervision  required,  with  the  addition 
of  fifteen  ( 15%)  percent  to  cover  profit  overhead,  use  of  small  tools,  taxes, 
insurance,  bookkeeping  and  all  odier  incidental  costs.  In  such  cases,  the 
CONTRACTOR  shaU  keep  and  jnesent  in  such  form  as  die  DISTRICT 
may  direct,  a  correct  accounting  of  such  costs,  together  with  supporting 
time  cards  and  vouchers.  Pending  final  determination  of  value,  payments 
on  account  of  changes  shall  be  made  on  die  DISTRICTS  estimate. 


Labor 

Snohomish  county  reimburses  the  contractor  fca^  the  actual  direct  cost  of  labor,  including 
the  cost  of  supervision. 

A  mark-up  of  15  percent  is  applied  to  "cover  profit,  overhead,  use  of  small  tools,  taxes, 
insurance,  bookkeeping  and  all  other  incidental  costs." 


Material 

The  contractor  will  be  reimbursed  for  the  direct  costs  of  material. 

A  mark-up  of  15  percent  is  applied  to  "cover  profit,  overhead,  use  of  small  mols,  taxes, 
insurance,  bookkeeping  and  all  other  incidental  costs." 


Equipmeiit 

The  contractor  will  be  reimbursed  for  the  direct  costs  of  equipment  rental. 

A  mark-up  of  IS  percent  is  ^lied  to  "cover  profit,  overhead,  use  of  small  tools,  taxes, 
insurance,  bookkeeping  and  all  other  incidental  costs." 

This  clause  is  unique  in  diat  the  owner  does  not  consider  the  cost  of  field  supervisk>n  as  an 
overhead  cost,  supervisicn  is  a  direct  cost  This  provision  makes  an  attempt  to  identify 
those  costs  included  in  the  15  percent  mark-up,  but  includes  the  term  "overhead"  as  part 
of  the  description,  along  with  other  costs  that  would  be  considered  overhead.  The  clause 
is  ambiguous  in  that  the  owner  will  pay  the  direct  cost  of  taxes  and  also  includes  "taxes"  as 
part  of  the  15  percent  mark-up.  The  briefaess  with  which  cost  reimbursement  is  specified 
introdw:es  a  great  deal  of  confusion  on  the  part  of  a  contractor  not  familiar  with  this 
particular  owner. 

The  provision  does  not  specify  when  the  contractors  documentation  of  the  change(s) 
needs  to  be  provided  to  the  owner.  It  does  give  the  contractor  an  incentive  to  provide  the 
records  in  a  timely  manner  by  making  interim  payments  for  the  changes  based  on  the 
District's  estimate.  If  the  District's  estimate  is  lower  than  the  costs  the  contractor  is 
experiencing,  it  will  benefit  the  contractor  to  submit  any  costs  as  soon  as  possible  to  the 
owner. 

Cify  of  Detroit 

The  city  of  Detroit  uses  a  variation  on  the  cost  plus  concept  The  city  uses  cost  plus- 
limited  amount.  A  cost  limitation  is  set  or  fixed  based  upon  a  cost  estimate  developed  by 
the  "City  Officer",  the  owners  representative.  The  contractor  is  directed  to  perform  the 
work  and  keep  all  the  necessary  records  to  support  the  costs,  but  if  the  City  Officer’s 
estimate  is  less  than  tiie  actual  costs,  the  Cifys  estimate  is  used  for  the  final  cost  of  the 
change. 


20.  Methods  for  Detemiinii^  Adjustments  in  Contract  Price 

Adjustments,  if  any,  in  the  Ccmtract  price,  eitiier  additive  or  subtractive,  by 
reason  of  a  change  or  moc^cation  in  the  Contract  ordered  in  writing  by  the  City 
Officer,  shall  be  limited  to  the  anoount  stated  in  the  written  order.  Adjustment  in 
price  shall  he  determined  bv  one  or  more  of  the  following  metiiods.  the  City 
Kngineer  having  the  right  to  select  the  method  or  metiio^  used. 
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A.  Lunq)  Sum  Amount:  by  dus  mediod,  die  amount  (tf  the  at^ustment  will  be 
the  amount  of  an  acceptable  lump  sum  proposal  fircxn  dw  Contractor.  To  facilitate 
checking  and  acceptance,  the  Engioeer  diall  have  the  right  to  require  the 
Contractor's  lun^>  sum  proposal  to  be  itemized  widi  quantities  and  prices  fen*  the 
various  items. 


B.  Unit  Prices:  By  dus  medKxl,  the  amount  of  the  adjustment  will  be 

computed  by  applying  acceptable  unit  prices  to  die  various  items.  The  unit  prices 
may  be  diose  for  which  there  are  iqiplicable  unit  prices  in  the  original  Proposal,  the 
approved  Detailed  Estimate,  or  may  be  diose  fixed  by  subsequent  agreement 
between  die  City  and  Contractor. 


C.  Cost-Plus-LimitaH  Amount-  By  this  method,  the  amount  of  adjustment  wiU 
be  determined  by  (a)  die  actual,  necessary,  and  iea.snnahle  costs  direcdv  incuned 
by  the  Contractor  or  subcontractor,  plus  (b)  a  fixed  percent  and  (c)  with  die  total 
amount  limited  to  the  maximum  a^ipt  in  the  City  Officer's  written  order 


Ibe  total  amount  of  the  adjustment  will  be  determined  as  follows: 
"Actual  Cost"  will  consist  of: 


1)  Labor.  Being  the  amount  shown  on  the  Contractor's  payroll  for 
direct  labor  used,  with  payroll  taxes  or  contributions  for  Unen^loyment 
Insurance  Compensation  and  Federal  Social  Security,  etc.,  added,  when 
same  have  been  incurred,  hi  no  case,  however,  shall  the  wage  rates 
charged  for  labor  exceed  the  wage  rates  paid  for  die  same  class  of  labor 
employed  on  the  original  contract  work;  plus 

2)  Materials:  Being  the  net  cost  of  materials,  including  the  cost  of 
transportation  to  the  site,  as  shown  by  invoices;  plus 

3)  Equifnnent:  Being  die  actual  cost  of  equipment  rental,  or  rental 
value  if  contractor-owned,  but  not  to  exceed  the  prevailing  rentals  charged 
in  the  Detroit  district  for  equiixnent  of  like  size  and  cemdition,  plus  the 
actual  incurred  costs  for  necessary  supplies  and  repairs  for  operating  the 
equipment;  plus 

4)  Insurance:  Beii%  the  net  additional  cost  of  insurance  premiums 
which  are  incurred  and  which  are  determined  fixnn  the  labor  payrolls, 
limited,  however,  to  such  types  of  insurance  required  by  the  Contract 

To  the  total  sum  of  Items  1  through  4  shall  be  added  the  following  percent 
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S)  ForWcxkIX>iiebyCoatract(Mr'sF(xces:  Fifteen  pqcent  as 
compensatiop  for  all  other  items  of  expenae.  iticliidiny  superintendcficc.  use 
of  orfinary  tools,  general  overhead,  bonds,  and  profit. 


6)  Fot  Work  IXme  by  Subcontractor's  Forces:  Ten  percent  of  the 
sidxxntractcs's  "actual  costs",  computed  in  accordance  widi  Items  1 
dnough  4,  as  full  coixq)ensation  for  all  other  itnns  of  expense  and  profit  of 
the  subcontractor,  plus  an  itAtitinnai  five  percent  of  the  subcontractor's 
"actual  costs' as  fuU  compensation  for  all  the  other  items  of  expense  and 
profit  of  die  Contractor. 


7)  When  Both  Extra  and  Omitted  Work:  When  die  City  Qfiioer's 
written  order  involves  both  extra  work  and  omitted  Ccmtract  worir  in  a 
lump  sum  contract,  or  a  part  of  a  lump  sum  item  in  a  unit  price  ctmtract, 
die  difference  between  ^  actual  cost  of  the  extra  w(»k,  obtained  pursuant 
to  Items  1  duough  S,  and  estimated  net  cost,  exclusive  of  overhead  and 
profit,  of  die  omitted  Contract  woric  shall  be  taken  at  87  percent  of  die 
total  cost  shown  in  the  Detailed  Estimate  or  lump  sum  amount  for  the  item 
in  the  Prc^sal,  or.  if  such  is  not  applicable,  by  estimate  acc(»ding  to  Items 
1  through  4. 


The  total  adjustment  in  d»  Contract  price  shall  then  be  determined  as 
follows: 

a)  Net  Increase:  If  dK  actual  costs  of  die  extra  w(^  exceeds  die 
estimated  net  cost  of  die  omined  Contract  work,  the  Contract  price  shall 
be  increased  by  the  net  difference,  plus  die  i^licable  percent  in  Items  5  or 
6. 

b)  Net  Decrease:  If  the  estimated  net  cost  of  the  omitted  work 
exceeds  the  actual  cost  of  the  extra  woric,  the  Contract  price  shall  be 
reduced  by  the  net  difference,  plus  five  percent  of  the  estimated  net  cost  of 
the  omitted  wotk.  When  the  City's  written  order  involves  both  extra  work 
and  omitted  work  covered  by  Contract  unit  prices,  the  cost  of  die  extra 
worit  shall  be  determined  in  accordance  with  Items  1  dirough  6  and  the 
cost  of  the  omitted  worit  shall  be  obtained  by  Contract  unit  prices.  The 
adjustment  in  die  Contract  jxice  shall  be  the  difference,  either  additive  or 
subtractive,  between  the  cost  of  the  extra  wotk  and  the  (nnitted  work. 


8)  Maximum  Limit  of  Cost  The  total  amount  of  the  adjustment  in  the 
Contract  price  shall  be  limitaH  m  the  maximum  amnant  stated  in  the  City 
Officer's  written  order  to  the  Contractor  to  perform  the  work.  The  final 
amounts  that  ate  to  be  allowed  will  be  as  ctxnputed  pursuant  to  Itrais  1 
dirough  7  or  the  stated  maximum  amount,  whichever  is  die  lesser  amount 
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9)  Rficofds  of  Costs:  The  CcmtractOT  and  his  subctmtractofs  shall 
keq;>  accurate,  complete,  daily  records  of  the  net  actual  cost  incurred  for 
the  extra  work  petfonned,  and  shall  present  such  information  in  die  form 
and  tunes  as  directed  by  die  Engineer,  as  provided  for  in  Article  22  hoein. 

Labor 

The  contractor  will  be  reimbursed  for  die  amount  shown  on  die  Contracttvs  payroll  for 
die  direct  labor  used,  including  payroll  taxes  and  contribudons. 

A  nuuk-up  of  IS  percent  is  qiplied  "as  oxnpensadon  for  all  other  items  of  ejqiense, 
including  superintendence,  use  of  ordinary  tools,  bcnids,  and  profit." 

Material 

The  owner  will  reimburse  die  net  cost  of  matnials,  including  the  cost  of  transportation. 

A  mark-up  of  IS  percent  is  qiplied  "as  compensation  for  all  other  items  of  e)q)ense, 
including  superintendence,  use  of  ordinary  tools,  bonds,  and  profit." 

Equipment 

The  contractor  can  recover  the  actual  cost  of  equipment  rental  or  rental  value  regardless 
of  ownership  status,  plus  die  actual  incurred  costs  for  necessary  supplies  and  repairs  for 
operation  of  die  equipment. 

A  mark-up  of  IS  percent  is  qiplied  "as  conqiensation  for  all  other  items  of  expense, 
including  superintendence,  use  of  ordinary  mols,  txmds,  and  profit." 

Subcontracted  work 

The  subcontractor  can  recover  the  actual  costs  of  worir  performed  plus  a  10  percent 
mark-up  as  "full  conqiensation  for  all  (Xher  items  of  expense  and  profit  of  die 
subcontractor". 

The  contractor  is  allowed  a  S  percent  mark-up  on  the  "actual  costs"  of  subcontracted 
woric. 

This  clause  provides  a  different  marir-up  percentage  for  die  subcontractor's  and 
contractor's  costs.  Other  contracts  reviewed  applied  die  percentage  mark-up  equally  to 
both  die  subcontractor’s  and  contractor's  direct  cost  In  diis  case,  subcontractors  receive  a 
ten  percent  mark-up  while  the  general  contractors  receive  15  percent  The  general 
contractors  receive  an  additional  5  percent  mark-up  on  the  subcontractors'  actual  costs  as 
"fiill  compensation  for  all  the  other  items  of  expense  and  profit "  The  final  cost  of  the 


clumge  is  based  upon  die  City  Engiiieei's  cost  estiinate.  This  oicoonges  the  contractor  to 
pofonn  die  wodt  in  die  most  economical  manner  available. 


Kansas  Ci^  Power  &  Light  Company  (KCPL) 

The  KCFL  pioviamis  describe  a  S  percent  penalty  that  is  imposed  when  die  ccmttactor 
fails  to  submit  cost  documentation  prior  to  die  qiecified  time  limit  The  i^licable 
sections  of  the  KCPL  spedficatkms  are  provided  below: 

no  price  is  agreed  to,  payments  for  extra  wmk  will  be  based  on  die  fdlowing: 

A.  Total  direct  labor  costs  including  straight  time  labor,  payrdl  taxes  and 
insurance  and  fringe  benefits  incurred  by  Contractor  plus  5%  for  overtyr^i  plVf 
S^formaiyin.  Prentium  Portion  of  overtime  houts  worked  shall  be  invoiced 
separately  with  no  markup  for  insurance,  overhead  or  profit 

The  Contractor  shall  provide  a  listing  by  craft  of  the  direct  labor  charges  excluding 
percentage  markups  for  overhead  and  margin  with  diis  prcqxisal. 

B.  Contractor's  owned  equipment  (origiiudly  costing  $500.00  or  more),  idiall 
be  provided  at  rates  not  to  exceed  die  rates  shown  for  such  equipment  in  the  latest 
edition  of  the  Associated  Equipment  Distributor's  (A£.D.)  Handbook.  In  the 
event  Contractor  owned  equipment  already  on  site  is  utilized,  the  rates  invoiced 
shall  be  prorated  on  a  mondily  rental  basis  in  accordance  with  A£J>.  practice.  In 
die  event  Contractor  owned  equipment  is  not  available,  Contractor  diall  be 
reindiursed  for  actual  cost  of  equqiment  rental  cmly  without  additional  marimp. 

C.  Material  or  subcontracted  work  shall  be  invoiced  at  Contractor's  direct  cost 
plus  5%  for  overhead  and  profit. 

D.  Marimp  percentages  stated  in  dus  section  are  inclusive  of,  hn*  nnt 

to,  all  field  and  home  office  ovofaead  expenses,  engineering,  salaried  superviskm, 
suppmt  facilities,  small  tools,  drafting  ai^  engineering,  etc. 

The  Contractor  shall  submit  a  prcqieriy  filled  out  and  crmqileted  KCPL  Contractor 
Charge  Ticket  i  Charge  Ticket)  for  each  individual  job  a^  for  each  day  diat  the 
job  is  worired  on  by  the  Contractor. 

The  Charge  Tlcketfs^  for  one  davs  work  will  be  submitted  to  a  designated 
Company  oiqiloyee  for  iq^val  no  later  tiian  11:00  ajn.  on  the  work  day 
following  the  dav  the  woric  was  performed.  It  is  expressly  agreed  that  failure  of 
the  Contractor  to  comply  with  die  Coii^iany  requironents  of  timely  and  complete 
Charge  Tickets  may  result,  at  the  Con^iany’s  option,  in  an  administrative 


aMCMmcntof5%oftiiepofl8figure8siibmittedoolateoren^ 
lyssis.  The  5%  assessment  wm  be  deducted  from  the  total  chaiyes  on  the 
Charge  Ticket 


L4dKHr 

Kansas  Power  &  Light  Con^Mmy  will  reimburse  the  contractor  for  direct  labor  including 
taxes,  insurance,  and  benefits. 

A 10  percent  mark-up  is  relied  to  the  strai^t  time  labor  cost  for  overhead  and  margin. 
No  mark-up  is  af^lied  to  the  premium  portion  of  overtime  hours  worked. 

Material 

The  contractor  will  be  reimbursed  for  the  direct  costs  of  materials. 

A  mark-up  of  5  percent  is  apfdied  for  overtiead  and  profit 

Equipment 

The  contractor  can  recover  equipment  costs  for  owned  equipment  toat  does  not  exceed 
the  rates  shown  in  the  latest  edition  cm  die  Associated  Equipment  Distributor's  (A£.D.) 
Handbocdr.  Equipment  already  on  site  will  be  paid  for  based  oa  a  mmithly  rental  basis  in 
accordance  with  A£D.  handbook. 

No  maric-up  is  tq^lied  for  equipment  costs. 

Subamtractor 

A  mark-up  of  S  percent  is  applied  to  die  contractor’s  direct  costs  for  overtiead  and  profit 

Kansas  Power  &  Light  Crxrqiany  requires  the  contractor  to  submit  records  of  the  costs  of 
the  change(s)  to  die  owner  by  "no  later  that  1 1:00  am.  on  die  wortc  day  foUowing  die  day 
die  work  was  performed."  If  the  records  are  not  provided  on  time,  the  owner  has  the 
option  of  assessing  a  5  percent  deduction  to  the  costs  of  die  previous  days  work.  Ihis 
creates  a  tremendous  amount  of  pressure  on  the  superintendent  to  have  records  to  die 
owner  by  the  following  day. 

Odiers  items  of  interest  are  the  fact  that  the  owner  will  not  pay  the  overhead  and  profit 
marir-up  on  the  premium  portion  of  overtime  work.  The  owner  is  willing  to  pay  overhead 
and  profit  for  an  additional  employee  brought  onto  die  job,  but  not  for  the  premium 
portion  of  a  worker  already  on  die  site. 
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Lot  Maid  Ligiitiag  Con^— y  (LILCO) 


Hie  Lot  Island  Lighting  Con^Muiy  also  treats  tbc  pranium  portion  of  overtime  work 
differendy  tiian  the  straight  time  rate.  LILCO  will  pay  a  percentage  mark-up  oa  the 
premium  portion  of  overtime  work,  but  at  a  reduced  rale.  The  standard  maric-up  is 
reduced  over  40  percent,  from  a  mark-up  of  35  percent  for  straight  time,  to  only  20 
percent  for  die  overtime  premium. 


Additional  or  Extra  Work  Performed  bv  the  Contractor 

Payments  for  additional  or  extra  w(»k  audxxized  by  the  Ltmg  Island  Lighting 
Conqumy  may  be  made  on  a  time  unit  basis  as  set  forth  below: 

Stiai^itTIme 

The  billing  rate  will  be  in  aocmdance  widi  the  respective  contractual  hourly  labor 
wage  rate  including  die  ccuitiactual  benefits  then  in  effect  for  die  classifications 
involved,  iq>  to  and  including  trade  forenum,  plus  tiiwtv-five  percent  t35%L 

Eouioment  Rate  Schedule 

Equinnientfiimidied  will  be  charged  at  the  "yoing"  rental  rate  for  the  piece  of 
equipnoent  including  fuel,  maintenance,  overhead,  profit  and  aU  operating  costs 
exclusive  of  labcv. 


Material  Rate  .Schedule 

Materials  furnished  will  be  charged  at  the  "goine"  market  prices,  as  invoiced  to  the 
contractor,  and  multiplied  bv  a  factor  of  1.10. 

Overtime 


When  overtime  is  specifically  audxxized  by  the  Long  Island  Lighting  Company, 
the  Contractor  will  be  reimbursed  for  the  premium  portion  of  the  overtime  as 
fidlows: 


The  premium  hilling  rate  will  be  in  acctxdance  with  die  respective  contractual 
hourly  labor  wage  rate  including  die  contractual  benefits  dim  in  effect  for  the 
classifications  involved  up  to  and  including  trade  foreman,  plus  twenty  percent 
(202^. 
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The  above  factor  includes  statutory  costs,  and  all  ovofaeads  that  will  be  apfriied  to 
the  contractual  houily  wage  late,  and  benefits. 

W<3fk  Pafonncd  by  Subwntnrtg 


Subcontractor's  duuges  to  die  Ccmtractor  for  labor,  material  md  equipment  win  be 
as  defined  above.  Coptractormgkunshallbetfaesubconttactors'dMfpeptnsten 


Nn  hanfflitiy  charpe  or  pCTCentsye  msrinrn  will  he  nermitted  on  the 
portion  of  overtime. 


1. 


i 


No  hantflinycherfe  or  percentage  nwtnip  will  be  nennitled  a  siibcontrsctorftir 
«Ati*ioMi  wQiknetfonmed  bv  snboidinaie  sub 


Labw 

The  Long  Island  Limning  Conqumy  wiU  leinAurse  the  contractor  for  labor  at  the  rate 
qifdkable  in  die  contract  tq)  to  die  foreman  level.  Premium  wage  rates  for  overtime  are 
also  established  by  contract  and  ate  i^lictible  for  any  changed  work. 

A  mark-up  of  35  percent  is  ^lied  to  die  costs  of  straight  time  labor.  A  mark-up  of  20 
percent  is  ^iplied  towards  die  costs  of  overtime  premium  work. 

Matoial 

The  materials  paid  for  win  be  at  die  "going"  market  rale. 

A  factor  of  1.10  (10  percent  mark-up)  is  applied  to  die  cost  of  materials. 

Equipment 

Equipment  wiU  be  diarged  atdie  "g<^"  rental  rate  which  wiU  include  "costs  for  fiiel, 
maintenance,  overhead,  and  profit  and  aU  opoatirtg  costs  exclusive  of  labor."  No 
distinction  in  made  between  owned  or  rented  equipment 
No  additional  made-up  is  allowed. 

SobcoDtmetor 

The  general  contractor  is  allowed  a  mark-up  of  10  percent  mi  die  subcontractrar's  charges. 
No  mark-iqis  are  allowed  on  the  pranium  pmtimi  of  overtime  for  subcmitracted  work. 

No  nude-ups  are  allowed  to  a  subcontractor  on  sub-subcerntracted  wode. 


Bodi  ttie  contractor  and  subcontractor  can  s|)ply  die  35  percent  mark-up  oa  the  lidxir 
portion  of  die  wodc,  unlike  die  City  of  D^roit  contract  provisions,  winch  ^iply  different 
mark-qw  to  die  general  contractor  and  subcontractor.  The  Long  Island  Lighting 
Company  will  pay  a  mark-iq)  on  the  premium  portion  of  ovotime,  but  only  die  contractor 
perfonming  the  work  can  receive  a  rnatk-q)  on  that  portkmctf  work.  Thegoieral 
contractor  will  not  be  given  a  mark-iq>  oa  die  premium  portion  of  overtime  work  done  by 
a  subcontractor.  The  Long  Island  Lighting  Con^Mny  does  not  allow  a  mark-l^>  to  die 
subcontractor  for  any  work  performed  by  a  sub-subcontractor. 

Federal  Agudes 

The  Federal  Aoquisitkm  Reguladons  are  included  to  provide  input  from  an  agency  which 
contracts  on  die  natknal  level.  Fednal  agencies  have  cost  plus  contracting  opdons 
availaUe,  but  die  overhead  and  profit  is  not  based  on  the  direct  costs  of  the  changes. 

Federal  constnicdon  contracting  agracies,  mainly  the  Army  Corp.  of  Engineers  and  the 
Navy’s  Civil  Engineer  Corp.  are  subject  to  die  regulations  set  fordi  in  the  Federal 
Acquisition  Regulations  (FAR).  The  FAR  provides  federally-mandated  purchasing 
directives  to  all  die  federal  agencies  authorized  to  purchase  products  or  construction 
services  frv  the  normal  operatxHi  of  dieir  work. 


The  type  of  cost  i^us  contracting  discussed  in  the  previous  cmitract  specifrcations  is  based 
upon  die  contractor  receiving  a  percentage  marit-up  for  overiiead  and  profit  based  tm  the 
direct  costs  of  die  wodt.  The  FAR  refers  to  diis  type  of  ctmtracting  as  cost-plus-a- 
percentage-of-cost.  Federal  Acquisition  Regulations,  Part  16,  Sectkm  16.102  prcMbits 
die  federal  agencies  from  contracting  widi  tins  method. 


Types  of  Contracts 


16.102  Policies 

(a)  Contracts  resulting  frmn  sealed  bidding  diaD  be  fitm-fixed-ptice 
ccmtracts  or  fixed-ptke  contracts  widi  economic  price  adjustment 

(b)  Ccmtracts  negotiated  under  Part  IS  may  be  of  any  type  or  ccxnbinaticm 
of  types  diat  will  promote  die  Government’s  interest,  except  as  restricted  in  this 
part  (see  10  U.S.C.  23(Xi(a)  and  41  U.S.C.  254(a)).  Ccmtract  types  not  described 
in  this  regulation  shall  not  be  used,  excqit  as  a  deviaticm  under  Subpart  1.4. 

(c)  The  cost-plus-a-oercentaye-of-cost  system  of  conttactiny  shall  not  he 
used  (see  10  U.S.C.  2306(a)  and  41  U.S.C.  254(b)).  Prime  contracts  (including 


letter  oomncts)  otber  dum  fkm-fixed-pnce  ccxitracts  shall,  by  an  appn^nate 
clanse,  piohihtt  coet-pliia-a-percentage-irf-cost  subaxmacts  (see  clauses 
ptescriM  in  Snbpait  44.2  for  cost-reimbiirsemrat  contracts  and  Sul^wits  16.2 
and  16.4  for  fixed-pdce  contracts). 

(d)  No  contract  may  be  awarded  before  die  executk»  of  any  determinatkm 
and  findings  (D&Fs)  lequiied  by  this  part  Mirumum  requiremnits  for  the  content 
of  D&Fsreqpiiiedby  duspartare^Mcifiedin  1.704. 


Federal  agracies  are  prohibited  from  using  die  cost-plus-a-percentage-of-cost  omtiacting 
mediod,  whedier  mi  construcdon  cmitracts  mr  on  contract  modificatimis.  It  is  die  policy 
of  the  Federal  Government  to  have  a  price  established  in  advance  on  any  modificatkm  to  a 
construction  ccmtract  The  following  section  of  die  Federal  Acquisition  Regulations 
provides  guidance  in  diis  area. 


FAR  Put  43,  Contact  Modifications 
43.102  Policy 

(a)  Only  contracting  officers  acting  widun  die  sct^crf  their 
audiority  are  erxqpowered  to  execute  contract  modifications  mi  behalf  on 
die  Government.  Odier  Government  personnel  shall  nm— 

(1)  Execute  contract  modificatimis; 

(2)  Act  in  such  a  manner  as  to  cause  die  cmitractor  to 
believe  diat  diey  have  authority  to  bind  die  Govenunent;  or 

(3)  Direct  or  micourage  die  contractor  to  pmform  work 
dun  should  be  die  subject  of  a  cmitract  modification. 

(b)  Contract  modifications,  including  changes  that  could  be  issued 
unilaterally,  shall  h^.  pficed  before  dieir  execution  if  this  can  be  done 
without  adversely  affecting  die  interest  of  die  Government  If  a  significant 
cost  increase  could  result  fiom  a  contract  modification  and  time  does  not 
pmmit  negotiation  of  a  price,  at  least  a  maximnm  price  shall  he  negotiated 
unless  in^iractical. 

Unlike  fmce  account  or  cost  phis  work  where  the  final  price  is  nm  determined  {xim  to 
cmnmencing  die  work,  the  federal  government's  pdicy  is,  at  the  very  least,  to  determine  a 
maximum  price  fm  any  dumges  directed  by  die  owner.  Pre-pricing  modifications 
prevents  die  government  from  obligating  itself  fm  more  costs  dum  die  amount  of  funds 
available  fm  die  cmitract  Fm  changes  duu  are  performed  prim  to  negotiating  a  final  price 


the  govermnent  is  obHgated  to  take  into  c(xisiderati<Mi  die  reduced  risk  on  die  part  of  die 
coQlxactor  when  detennining  die  final  price.  The  federal  government's  policy  is  to 
conqwnsate  die  amtractor  for  overhead  expenses  and  determine  a  rate  of  profit  based 
upcm  die  risk  assumed  by  die  ccmtractcx'.  Cott-plus-a-percentage-of-cost  contracts 
essentially  reduces  die  contractor  risk  to  zero.  The  FAR  does  audxHize  other  forms  of 
cost  reimbursable  (xmtracting,  but  diese  are  rarely  used  in  constructicm  contracts.  These 
odier  forms  are  used  extensively  in  die  environmental  clean-up  areas  of  contracting. 

The  table  on  the  following  page  summarizes  die  allowable  costs,  the  percentage  marir-up 
allowed,  and  any  special  restrictions  noted  during  die  review  of  die  quoted  provisions. 


iLi  .'-i.i-: 


Interviews  woe  held  widi  Seattle  pcofessicnals  waking  in  the  construction  industiy. 
HxMe  interviewed  ate  working  as  claims  consultants,  certified  public  accountants  and 
lawyers,  all  widi  close  ties  to  the  construction  industiy.  Interviews  centered  around 
expoiences  and  probtems  encountered  widi  cost  {dus  contracting.  The  lecuiring  issues 
are  discussed  in  diis  pi^. 

What  does  "overhead"  indiide? 

Defining  overhead  was  die  number  one  problem  mentioned  by  die  consultants.  The 
majority  of  contracts  state  diat  the  percentage  maric-up  covers  "overhead  expense  and 
jnofit."  By  not  defining  what  the  owner  oinsiders  "overhead" ,  the  owner  has  introduced 
ambiguiQr  into  the  contract.  Overhead  costs  are  generally  excepted  to  be,  the  costs  of  a 
job  which  cannot  be  assigned  to  any  particular  item  of  work.  Overhead  costs  include  die 
salary  of  a  job  superintendent,  job  trailer  costs,  and  utility  costs.  These  items  are  well 
accepted  as  overhead  costs,  and  for  smalto:  jobs  it  may  be  fairly  easy  to  agree  upon 
overhead  costs.  Unfartunately,  this  does  not  always  provide  a  fair  assessment  Indie 
construction  industry,  each  job  is  different  fitxn  die  previous  one  lequiring  different  costs 
to  perform  die  wofit  Larger  jobs  which  have  many  layers  of  supervision  and  a  very 
extensive  administrative  siqiport  system  include  more  items  of  overhead.  Different  jobs 
incur  different  amounts  and  types  of  overhead  costs.  It  is  this  constandy  changing  mediod 
of  performing  die  wodc  which  makes  identifying  overhead  costs  ahead  of  time  so  difficult 
Exanqiles  of  job-site  overhead  ^ch  cause  problems  on  construction  projects  are  listed 
below: 


tower  cranes 
foriclifts 

testing  and  inspection  services 
mobihzatioo/danobilization 
small  tools 

worker  transportation 
Tower  Cranes 

A  tower  craiM  is  on  the  job-site  throughout  most  of  the  construction  project,  being  used 
to  deliver  material  and  equipment  to  the  various  subcontractors  working  on  the  job.  How 
the  cost  of  the  crane  is  charged  against  the  project  is  determined  by  the  contractor's 
accounting  system.  At  die  University  of  Washington  there  are  presendy  three  tower 


cranes  erected  and  being  used  on  die  construction  sites.  The  costs  for  the  cranes  are 
accounted  for  in  two  different  ways.  One  contracts  carries  the  cost  as  an  overhead  iton 
while  the  odier  treats  it  as  a  direct  cost.  The  method  used  ditecdy  effects  die  amount  of 
reimbursement  die  ccMitractor  receives  for  overhead  and  profit  on  changes.  If  die 
contracts  carries  the  crane  as  a  direct  cost,  die  overhead  reimbursement  is  increased. 
Ctmversely,  die  other  contractor  regards  the  tower  crane  as  not  being  considered  an 
overhead  expense.  If  the  crane  is  charged  as  an  overhead  item  the  contractor  must 
recover  the  costs  fmn  die  overhead  mark-up.  The  contractors  at  the  University  have 
billed  for  the  crane  costs  differendy  depending  (» the  nature  of  die  changes.  For  changes 
that  required  a  great  deal  of  crane  time  the  cost  has  been  treated  as  a  direct  cost,  with  the 
percentage  maric-up  for  overhead  and  profit  being  ^plied  to  this  cost  When  changes 
require  little  crane  tune,  the  costs  were  absorbed  by  the  overiiead  and  profit  marit-iq>. 

How  the  costs  will  be  charged  is  part  of  du  negotiation  process  for  the  cost  of  the 
changes  and  depends  on  the  nature  of  the  change  and  past  practices. 

Forklifts 

The  general  contractor  often  provides  a  forklift  at  the  job-site  which  is  used  to  unload 
trucks  and  deliver  materials  on  the  site.  This  is  often  treated  as  a  service  being  offered  to 
subcontractors.  In  terms  of  costing,  this  situation  is  very  similar  to  that  of  the  tower 
cranes.  The  cost  can  either  be  treated  as  a  direct  cost  to  die  subcontractors  or  included  in 
the  general  contractors  job-site  overhead .  H  the  foridift  is  carried  as  an  overiiead ^st, 
the  contractor  receives  reimbursement  from  die  standard  percentage  mark-up. 

Testing  and  Inspection  Services 

Additional  testing  and  inspection  services  may  be  requited  as  a  result  of  a  change.  How 
die  contractor  charges  for  this  service  effects  die  amount  of  moiey  received  for  overiiead 
and  profit  If  this  cost  is  billed  as  a  direct  cost  die  marit-up  is  qiplied  to  a  larger  cost 
increasing  the  funds  paid  to  the  contractor. 

Mobilization/Demobilization 

a  change  requires  a  contractor  to  mobilize  additional  resources  or  demobilize  crews, 
these  costs  need  to  be  considered  part  of  the  change.  If  the  costs  are  considered  overhead 
or  direct  costs  needs  to  be  determined  by  both  the  contractor  and  owner  early  in  the 
contract.  Of  the  specifications  reviewed,  only  die  Washington  State  DOT  specifications 
address  diis  cost.  WSDOT  considers  the  costs  to  be  a  direct  cost  and  will  pay  a  IS 
percent  mark-up  to  cover  overhead  and  profit  Any  costs  under  $300  incurred  off-site  in 
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prqMffatioii  for  mobilizatioo  will  oot  be  paid  for  by  die  stale  and  is  considered  an  oveibead 
expense.  Other  agencies  do  not  specify  if  they  consider  the  costs  direct  or  part  of  the 
contractors  overhead. 

Small  Tools 

Small  tools  may  be  either  broken,  lost,  or  stolen  during  the  course  of  a  project  and  such 
tools  need  to  be  replaced.  Who  pays  f(v  this  costs  presents  an  item  of  negotiation 
between  the  contractor  and  owner.  WSDOT  and  the  Texas  State  Department  of 
Highways  and  Public  Transportation  do  not  allow  direct  billing  for  the  cost  of  small  tools, 
this  cost  is  considered  part  of  die  percentage  mark-up  received  on  the  direct  costs  of  dre 
work.  This  practice  is  representative  of  the  majority  of  the  contracts  reviewed. 

Worker  Transportation 

In  a  situation  where  the  contractors  access  to  the  work  site  is  restricted,  transportation  is 
needed  to  shutde  workers  to  and  from  the  site.  If  changes  arise  during  die  job,  the  cost  of 
transporting  the  workers  and  when  they  actually  clock-in  becomes  an  item  for  negotiation. 

Other  items  which  represent  a  teal  cost  to  the  contractor  and  need  to  be  addressed  early 
include:  layout  and  engineering  costs  associated  with  changes,  change  preparation  costs, 
and  temporary  equipment  costs.  The  contractor  and  owner  need  to  agree  upon  what  costs 
are  coveted  by  the  percentage  mark-ups  and  what  costs  wiU  be  paid  for  direcdy.  Both 
parties  will  benefit  from  agreeing  upon  costs  early  in  the  contract  before  changes  occur. 

Cost  Contixd 

Consultants  who  generally  represented  owners,  expressed  concerns  over  the  lack  of  cost 
control  in  cost  plus  contracting.  Cost  plus  contracting,  as  detailed  in  the  contracts 
examined  in  this  study,  provides  the  contractor  a  percent^e  of  the  direct  costs  as 
reimbursement  for  overhead  and  profit.  The  fednal  government  refers  to  this  type  of  cost 
plus  contracting  as,  cost-plus-a-percentage-of-cost  contracting.  The  contractor's  mark-up 
is  applied  against  the  direct  costs  associated  with  the  changed  or  additional  work,  i.e.,  the 
payment  received  by  the  contractor  for  overtiead  and  profit  is  based  upon  the  direct  costs 
of  the  work  performed.  With  this  method  of  contracting,  tiie  ccntractor  actually  receives 
more  money  for  overhead  and  profit  if  the  costs  increase.  There  is  no  mechanism  within 
cost-plus-a-percentage-of-cost  contracting  which  encourages,  requires  ot  forces  the 
contractor  to  control  costs. 
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An  exanq>le  of  a  strategy  used  by  some  contract(»:s  to  increase  direct  costs  is  to  assign  die 
less  efficient  workers  to  the  additional  work.  This  practice  not  only  increases  the 
contractors  costs  associated  with  that  wodc,  which  in  turn  increases  the  amount  received 
for  overhead  and  profit,  but  also  allows  die  contractor’s  more  efficient  workers  to 
continue  with  die  original  work  at  a  reduced  cost.  The  contractor's  original  bid  allowed 
for  both  die  efficient  and  inefficient  workers  being  assigned  to  the  original  work,  but  when 
only  the  efficient  workers  are  assigned  to  that  particular  task,  the  work  can  be  performed 
at  less  cost  to  die  contractor.  Assigning  inefficient  workers  to  cost  plus  work  provides 
increased  reimbursement  for  overtiead  and  profit  and  allows  contractors  to  realize 
addititmal  profits. 

Several  agencies  have  implemented  specific  measures  in  an  attempt  to  control  the  costs  of 
changes  to  be  performed  by  cost  plus  coitracting. 

Of  the  contract  documents  examined,  the  City  of  Etetroit  has  die  most  stringent 
restrictions  on  costs.  Detroit  uses  a  cost  plus-limited  amount  concept.  The  city 
establishes  a  maximum  amount  to  be  paid  for  changes  and  does  not  pay  for  costs  which 
exceed  the  amount  stated  in  die  change.  This  method  does  not  necessarily  encourage  the 
contractor  to  reduce  costs  but  does  encourage  the  contractor  to  "not  exceed"  a  pre- 
established  amount 

Another  often  used  method  to  control  costs  is  for  the  contractor's  and  owner's 
representatives  to  review  the  direct  costs  associated  with  a  change  at  the  end  of  each  work 
day.  The  state  of  Texas  requires  that  both  parties  agree  upon  the  work  performed  at  the 
end  of  the  day  and  submit  signed  records  to  die  departooent.  Labor  rates  are  equivalent  to 
those  used  in  the  original  contract,  and  material  and  equipment  costs,  are  supported  by 
invoices.  Agreeing  upon  worit  perfomied  essentially  determines  die  costs  of  die  woik. 
This  allows  both  parties  to  agree  upon  the  amount  of  work  performed,  material  installed, 
and  equi{Hnent  used,  while  the  work  is  fresh  in  everyone's  mind.  The  Kansas  City  Power 
&  Light  Conqiany  (KCPL)  provides  a  penalty  for  the  contractor  who  does  not  submit  cost 
information  within  the  required  time.  KCPL  requires  the  contractor  to  submit 
(kxumentation  of  costs  by  1 1:00  am  of  the  day  following  the  day  the  work  was 
performed.  If  records  are  not  submitted  on  time,  a  5  percent  penalty  can  be  assessed 
against  die  gross  charges  for  that  day's  work.  The  5  percent  penalty  is  equivalent  to  die 
marit-up  provided  for  the  contractors  margin.  These  measures  do  litde  to  prevent  a 
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contractor  from  assigning  inefficient  workers  to  the  cost  plus  work,  but  they  do  provide 
for  a  timely  review  of  foe  costs  incurred. 

Yet  another  mefood  used  by  owners  to  try  and  control  costs  is  inserting  wending  such  as 
"reasonable  and  allowable  cost  will  be  reimbursed."  This  allows  the  owner  some  review 
of  methods  used  by  the  contractor  to  ensure  only  necessary  costs  are  included  as  part  of 
foe  compensation.  Material  costs  can  also  be  reviewed  by  the  owner's  representatives  for 
reasonableness.  Costs  that  ate  excessive  arki  cannot  be  substantiated  by  the  contractor  ate 
reimbursed  at  a  reasonable  cost  established  by  foe  owner. 

Impacts  on  Other  Work 

Cost  plus  contracting  only  reimburses  the  contractor  for  foe  costs  associated  with  the 
change.  However,  the  consultants  pointed  out  that  the  impacts  could  be  much  mote 
pervasive  when  forces  ate  redirected  to  perform  a  cost  plus  change,  foe  original  schedule 
may  be  impacted,  depending  on  the  extent  of  the  change .  The  contractor  needs  to 
determine  the  most  economical  method  of  performing  foe  additional  worit.  If  foe 
contractor  elects  to  hire  additional  forces  to  perform  foe  changed  work,  the  origirud  worit 
should  not  be  effected,  unless  foe  work  cannot  continue  until  the  change  is  ctxnplete.  If 
the  work  is  being  completed  concurrent  with  foe  original  work,  with  no  additional  forces, 
a  slowdown  in  foe  original  work  would  be  expected.  In  cost  plus  contracting  foe 
contractor  is  not  reimbursed  for  fois  slowdown  in  progress.  With  cost  plus  contracting,  it 
would  benefit  the  contractor  to  hire  additional  woricers  to  perfenm  the  changed  work. 

This  may  be  easier  said  than  dcxie.  The  woriters  need  to  come  from  somewhere.  If 
woriters  are  taken  from  other  projects,  the  pogress  of  those  projects  may  suffer  without 
receiving  any  ccHnpensaticm.  Another  option  would  be  for  the  contractor  to  hire 
additional  workers  and  assign  foem  exclusively  to  foe  additional  work.  This  may  not  be 
economically  advantageous  on  small  changes.  The  contractor  needs  to  determine  the 
mefood  which  will  complete  foe  work  with  foe  least  impact  on  foe  original  contract  worir. 

Overonqieiisation 

Several  consultants  felt  the  standard  percentage  mark-ups  overcompensate  the  contractor 
for  most  changes.  For  the  majority  of  foe  changes  encountered,  the  contractor  does  not 
hire  additional  field  staff  or  supervisors,  nor  does  the  existing  job  superintendent  receive 
additional  pay  for  any  increased  work  caused  by  foe  change.  Home  office  overhead  is  not 
increased  due  to  the  additional  work.  The  office  staff  does  not  receive  a  raise  and 
additional  personnel  are  not  onployed  to  support  foe  increased  workload.  Generally,  the 


original  work  progress  suffers  somewhat  and  die  contractor  is  compensated  the  costs 
associated  widi  the  change,  akmg  widi  any  required  time  extension.  The  contractor 
generally  eiqieriences  very  Utde,  if  any,  additional  overhead  costs,  but  is  reindnirsed  with  a 
maik-up  (m  die  direct  costs  of  the  change.  This  maiic-up  is  seen  as  going  mcne  towards 
profit  dian  oveihead.  The  extent  of  overcompensation  depends  on  the  type  of  changed 
woric  being  perfoimed.  This  can  easily  be  seen  vriien  loddng  at  a  change  that  involves 
very  litde  labor  costs,  but  a  large  change  in  the  cost  of  materials.  For  example,  if  die 
owner  decides  to  upgrade  a  piece  of  electrical  switchgear,  the  contractor  will  not 
experience  any  great  increase  in  labor  costs  for  installing  die  switch  gear.  However,  the 
contractor  will  receive  a  mark-up  (m  die  additional  costs  of  the  material.  The  real 
overhead  costs  the  contractor  may  only  be  a  phone  caU  to  a  supplier  to  order  the  new 
equipment  Depending  on  the  changes  directed,  die  cost  plus  method  may 
overcompensate  the  contractor  for  overhead  costs. 

Delays 

Several  consultants  pointed  out  the  fact  diat  cost  plus  reimbursement  does  not  compensate 
contractors  for  delays  on  the  project.  Changes  which  cause  delays,  but  do  not  involve 
large  direct  charges,  do  not  reimburse  the  contractor  for  delay  costs.  For  exan^le,  if  a 
contractor  is  delayed  while  awaiting  direction  on  the  adequacy  of  a  piece  of  switchgear 
and  the  result  does  not  require  additional  direct  costs,  the  percentage  maric-up  will  not 
con^iensate  for  the  delays. 


Cost  plus  cCTttracting  does  not  provide  equitable  ccxnpensaikni  for  all  types  of  changes.  It 
^uld  only  be  used  to  determine  costs  in  those  situations  where  the  direct  cost  of  die 
change  is  commensurate  witib  die  amount  of  administrative  effort  and  tide  associated  widi 
the  change.  For  changes  that  involve  a  large  increase  in  the  cost  of  materials,  with  litde 
additional  labor  or  overhead  required,  the  contractor  will  be  overccxnpensated  for  die 
change,  hi  this  instance  die  contractors  additional  effort  may  only  entail  contacting  die 
material  sujqilier  and  changing  the  material  order.  Conversely,  for  changes  diat  cause 
delays  with  litde  direct  costs  involved,  the  contractor  will  be  under  compensated  for  die 
change. 

Con^iensation  provided  <m  a  cost  reimbursable  basis,  either  fc»ce  account  or  cost  plus, 
varies  gready  freun  owner  to  owner.  All  the  contracts  reviewed  cotnpensated  the 
contractor  for  die  direct  costs  of  the  woric  required  to  perform  die  extra  woric  or  changes 
directed  by  the  owner.  The  owners  guidance  on  what  costs  are  allowable  was  scxnewhat 
different  for  each  owner.  Some  owners  considered  small  tools  an  allowable  direct  cost 
while  others  treated  diem  as  overhead.  Similar  situations  existed  for 
mobilization/demobilization  and  transportation  costs.  The  greatest  variance  iqipeared  in 
die  percentage  maik*up  each  owner  tqiplied  and  how  that  madr-up  was  applied  to  die 
direct  costs.  Large  differences  were  observed  betwem  seemingly  similar  owners  sudi  as 
die  SHAs.  The  difference  diat  would  have  the  greatest  effect  on  extractors  was  tq^lying 
or  not  applying  a  mark-up  to  the  direct  equipment  costs.  In  the  heavy  constroctix 
industry,  die  contractors  equipment  costs  are  typically  treated  as  a  direct  cost,  and  not 
qiplying  a  mark-up  to  this  direct  cost  gready  effects  the  compensation  paid  for  changes. 
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For  die  extractor,  die  contractev  needs  to  be  aware  of  die  differences  which  are  ptesoit 
in  the  contracts  of  various  owners.  As  was  shown  in  dus  study,  just  about  every  owoa 
has  a  different  mediod  of  compensating  for  wok  deme  (xi  a  cost  reimbursable  basis. 
Contractors  need  to  make  note  of  the  differences  present  in  contracts  being  bid  (m. 

The  contractor  needs  to  know  their  cost  of  ovediead  as  a  percentage  of  the  direct  costs. 

If  die  percentage  maric-ups  included  in  a  contract  are  not  sufficient  to  conqiensate  the 
omtractor  for  overhead  and  profit,  the  contractor  may  chose  not  to  compete  for  die 
contract  On  die  odier  hand,  if  the  contractor  is  interested  in  a  ^lecific  project  accounting 
procedures  may  need  to  be  changed  to  allow  for  proper  compensation  based  upcm  die 
(xmttactually  established  mark-ups.  For  example,  costs  normally  treated  as  overhead  may 
need  to  be  billed  as  direct  costs  for  a  contractor  to  obtain  favorable  compensatiem. 

Contractors  need  to  establish  with  the  owner  those  costs  which  are  included  in  the 
established  maric-up.  This  should  be  done  before  any  changes  are  proposed.  Having  a 
well  defined  "list"  will  ease  die  negotiation  process.  Overiiead  items  will  not  have  to  be 
discussed  unless  additional  items  are  identified  after  establishing  the  list  Developing  a  list 
of  ovediead  items  wiU  be  a  negotiation  in  and  of  itself,  die  owner  and  contractor  will  not 
necessarily  agree  on  each  item  beforehand. 

Examine  provisions  of  owners  with  similar  objectives,  such  as  State  Highway  Audiorities, 
in  an  attempt  to  standardize  the  provisions.  Examine  specifications  of  owners  of 
comparable  size,  in  an  attenyit  to  standardize  contract  compensation. 
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JOB  SITE  OVERHEAD  QUESTIONNAIRE 
(Devek^jed  by  Gary  Leach) 

(University  of  Washington,  Graduate  Research  Project) 


1.  Hease  describe  your  experiences  widi  controversial  job-site  overhead  costs. 

2.  Are  Ae  problems  described  more  often  related  to  cotain  itons  (rf  overhead  verses 
overhead  in  general? 

3.  Are  dte  problems  described  more  prevalent  in  oac  type  of  ccxistruction  or  anodier? 

4.  Are  die  ptoUems  described  more  prevalent  for  one  crmstruction  trade  or  another? 

5.  Are  die  problems  described  more  prevalent  widi  one  type  of  owner  car  another? 

6.  Do  diese  problems  effect  die  general  more  than  sub-contractors? 

7.  hi  your  experience,  do  owners  often  rely  on  standard  percenti^  to  cover  overhead 
costs  or  are  they  willing  to  establish  job  specific  figures? 

8.  Have  you  encountered  construction  contracts  diat  qiecify  what  is  covered  by  the 
standard  percentages  for  overhead,  specifically  job-site  overhead? 

9.  What  do  you  see  as  being  die  biggest  problem  with  using  standard  percentages  for 
changes  or  additional  worit? 

10.  What  range  of  percentages  have  you  experienced. 

11.  Are  you  aware  of  any  studies  which  have  been  performed  to  substantiate  percentages 
used  in  any  contract? 


12.  Do  you  have  an  alternative  method  for  determining  die  overhead  costs? 
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